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Editorial Comment 


A summary of the proceedings of the 

The Annual Council and general sessions at the an- 

Meeting nual meeting held in Vancouver from 

September 8th to 12th will be a part of 

our November issue. We have for this issue the President’s 

formal report to the members, the address of Mr. E. B. 

Wilcox, President of the American Institute of Accountants, 

and Mr. Carman Blough’s paper, read by him at the first 
general session of the members. 

Our host, the British Columbia Institute, is to be con- 
gratulated on the arrangements made for the convenience 
and pleasure of the members and their wives. The whole 
programme was well thought out and capably arranged. 
Special mention must be made of the members of the Ladies’ 
committee who did yeoman service in organizing sight- 
seeing tours and other activities for the fair sex. 


Pointing up the comments of Mr. 

Changing Concepts Carman Blough on this subject, printed 
of Income elsewhere in this issue, we reproduce 
some of the remarks of Irving S. Olds, 

Chairman of the Board of Directors of United States Steel 
Corporation, relating to the earnings report of that corpora- 
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tion and its subsidiaries covering the second quarter of 
1947. 

“The reported income for the second quarter of 1947 
reflects an increase of $6,700,000 in the amount deducted 
as a cost covering wear and exhaustion of facilities over 
that based upon the original cost of such facilities. The 
present-day cost of new facilities to replace those worn 
out through use in production is substantially more than 
the original cost of the facilities so replaced. If the 
charge for wear and exhaustion of facilities installed in 
earlier years is continued on the old basis of their orig- 
inal cost, the resultant reserve will be inadequate to cover 
the cost of the replacements which will be necessary when 
these earlier facilities have served their useful life. 

“In the first quarter of 1947 this problem was dealt 
with tentatively by including a provision for a part of the 
cost of current construction in the charge for goods and 
services purchased. 

“In the present statement the amount so charged and 
a corresponding amount for the second quarter are shown 
as additions to the charge for wear and exhaustion of 
facilities as ordinarily computed in the past. The prin- 
ciple involved is analagous to that applied by U.S. Steel 
since 1941 in the use'of the ‘last-in, first out’ method of 
determining the cost of products and services sold in re- 
spect of inventories. However, the added amount for 
wear and exhaustion is not presently deductible for in- 
come tax purposes. 

“The additional charges are equivalent to thirty per 
cent of the charges for depreciation as ordinarily com- 
puted in the past. This is materially less than the per- 
centage of increase in cost of new plant construction over 
pre-war cost but it is deemed appropriate at the moment 
pending further study.” 

We do not propose to comment at the moment on the 
principle involved beyond reference to Mr. Blough’s re- 
marks. We would say to Mr. Olds, however, that his state- 
ment is a most laboured one and must have taken a great 
deal of time in preparation. We find it difficult to follow 
his reasoning since his third paragraph is inconsistent 
with his first. He tells us at the outset that he is accelerat- 
ing the rate of depreciation previously charged on assets 
now in use. Later he talks of “last-in, first-out”. We sus- 
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pect that the latter is a red herring at this stage and that 
the whole point of the adjustment to income was to levy a 
charge against a contingency which can be foreseen but 
which is not yet realized by any firm commitment; in other 
words, can one apply a “last-in, first-out” principle to either 
inventory or plant prior to the purchase or use of such 
inventory or plant? 

We look forward with interest to the next annual report 
of United States Steel Corporation. 


Due to increased costs of paper and 

Subscription printing, it has been found necessary to 

Rate increase the subscription and single 

copy rates of the CANADIAN CHART- 

ERED ACCOUNTANT. Subscriptions falling for renewal 

after November 1 will be charged at the rate of $4.00 per 

annum and single copies commencing with this issue will 
be available at 40 cents. 


The following elections and appoint- 
Elections and ments were made at a meeting of the 
Appointments Council of the Association on Wednes- 


day, September 10, 1947 :—President— 
Thomas H. Moffet, Regina, Saskatchewan. First Vice- 
President—E. J. Howson, Toronto, Ontario. Second Vice- 
President—W. A. Morrell, Amherst, Nova Scotia. First 
Regional Representative—K. J. Morrison, Calgary, Alberta. 
Second Regional Representative—A. E. Beauvais, Quebec 
City, Quebec. Treasurer—W. G. H. Jephcott, Toronto, On- 
tario. R.C. Field, Victoria, British Columbia, is Immediate 
Past President of the Association. Secretary and Director 
of Research is C. L. King, Toronto, Ontario. Chairmen of 
Committees :—Accounting and Auditing Research—J. R. M. 
Wilson, Toronto, Ontario. Education and Examinations— 
P. F. Seymour, Montreal, Quebec. Legislation—F. H. Gates, 
Montreal, Quebec. Magazines and Publications—R. F. B. 
Taylor, Toronto, Ontario. Advisory Committee on Regula- 
tory Legislation—H. C. Hayes, Montreal, Quebec. 


It seems to be a part of the game of 

Income Tax many people to take jibes at the Income 
Returns Tax forms, particularly T1, T2 and the 
T2 Questionnaire, on the ground that 

they are inventions of a devil—specifically, the devil being 
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officers of the Income Tax Department. The latest such 
jibe, as reported in The Vancouver News-Herald on Sep- 
tember 12, 1947, was made at a meeting of the British Ce- 
lumbia Society of Industrial Accountants in which ‘the 
speaker is quoted as follows :— 

“We must realize that our duty does not end with 
merely carrying out complicated and unwieldy legislation 
which the public cannot understand. It is time we as- 
sumed our responsibilities in making the business form 
understandable to the layman.” 

This quotation so inspired a headline writer that it ap- 
pears under the headline “Accountant Scores Tax Form 
‘Muddle’ ”’. 

We think that this speaker has the cart before the horse 
and that, if he was correctly quoted, he is seeking public 
attention more than the public interest. Income Tax forms 
must be and always will be as unwieldy and as complicated 
as the legislation which gives them birth and nurtures them. 
We incline to the view that the officers of the Department 
have over the years done outstanding work in the drafting 
and redrafting of forms to meet the changing conditions of 
legislation. Further, one cannot charge up to them any re- 
sponsibility for unwieldy and complicated legislation as it 
is public opinion and pressure which causes a relatively 
simple idea to become most complicated when reduced to 
words and increasingly complicated when these pressures 
result in special exemptions or apportionments quite foreign 
to the original simple idea. 





PRESIDENT OF THE DOMINION ASSOCIATION 


President 
The Dominion Association of Chartered Accountants 
For the Year 1947-1948 


Thomas H. Moffet was born in Lincoln County, Ontario 
and obtained his early schooling in St. Catharines. After 
teaching school for a short time he moved to Saskatchewan 
in 1903 where he was employed in the hardware and imple- 
ment business until 1918. In that year he took a home- 
stead which he still has. He was Secretary-Treasurer of 
the Municipality of Excel and the Village of Viceroy until 
1925, at which time he joined the Saskatchewan Co-opera- 
tive Producers. 

Mr. Moffet was admitted to the Saskatchewan Institute 
in 1923. He served on the Council in 1925 and from 1936 to 
1947, acting as Secretary-Treasurer from 1937 to 1948. He 
was President of the Institute for the year 1944-45 and was 
made a Fellow at that time. 

Mr. Moffet has been active in promoting the interests of 
the community, serving on the Regina Board of Trade, the 
school board, the Clothing Relief Committee of Regina, 
the Saskatchewan Voluntary Relief Committee and the 
Anti-Tuberculosis League. He is a member of Knox 
United Church and a Past-Master of Emulation Lodge, A.F. 


& A.M. 
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President’s Report to Annual Meeting 
by R. C. Field, C.A., 
President 
The Dominion Association of Chartered Accountants 
Vancouver, 10th September, 1947 


ea guests and fellow members of the 
Dominion Association of Chartered Accountants, I 
am indeed happy to have the honour of welcoming you to 
this the 45th Annual Meeting of our Association. 

Our Minister of Finance, the Honourable Herbert 
Anscomb, welcomed you in his very eloquent way expressing 
the sentiments of the people of British Columbia. During 
those tense and dreary years of war, our members did not 
diminish in any way their efforts to maintain high interest 
in professional affairs and held their annual meetings 
throughout our land. On these occasions members from 
all parts of the Dominion passed the remark “If the war 
is over by 1947 we will be with you in British Columbia,” 
and having glanced at the figures compiled by the regis- 
tration committee I feel happy that the wartime promises 
of attendance have been carried out. 

We are very pleased to welcome to our gathering Mr. 
E. B. Wilcox, the President of the American Institute of 
Accountants, to whose address we listened with such in- 
terest this afternoon, and Mr. Carman Blough, the Director 
of Research of the American Institute of Accountants, 
whose talk to us this morning was deeply appreciated. 

This year our host is the Institute of Chartered Account- 
ants of British Columbia and I wish to express to Mr. . 
Patrick, the President and to Mr. E. C. Mapson and all 
the members of the Committee on Arrangements the deep 
appreciation of all for the very excellent manner in which 
they have prepared for our enjoyment and I am satisfied 
that everyone will be looking forward to future gatherings 
which may be held in British Columbia. 

I shall now ask that you stand with me, gentlemen, in 
tribute to those members of our association who passed 
on during the year ended 3lst May, 1947. Among those, 
whose names follow, are members from almost every 
province in Canada. These men, some of whom were better 
known to you than others, have all rendered great service 
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to their profession, to their communities and to the coun- 
try at large. Mr. King will please read the names. 
Alberta—D. A. McCannel, Past President of the 
Dominion Association of Chartered Accountants; 
D. M. Plunkett and A. E. Ottewell (an honourary 
member). 
British Columbia—J. F. Brewis. 
Manitoba—J. S. Anderson; H. C. Bate; C. F. Gab- 
riel; W. W. Hollands; S. E. Hoover; C. O. Taylor 
and J. R. Young. 
Nova Scotia—H. Britt Mitchell. 
Ontario—G. L. Blatch; A. L. Chown; George Ed- 
wards, Past President of the Dominion Association 
of Chartered Accountants; L. E. Ellis; A. F. King; 
H. W. Marshall; H. Read and W. H. West. 
Quebec—P. A. Gagnon; J. W. Ross and A. C. Stead. 

In addition to the foregoing I deeply regret to report 
that seven other members have died during the current 
fiscal year of the Association. 

During the past year I received many kind invitations 
to visit the provincial institutes and I regret to say that 
due to lack of time and distances involved it was impossible 
to accept all. Owing to a change being made in the dates 
of holding of the Annual Meeting of the American Institute 
of Accountants I was unable to be present but your past 
president, Mr. Clayton F. Elderkin, accompanied by our 
Secretary, ably represented our association. With the 
removal of travel restrictions their meeting was well at- 
tended and the sessions were very interesting and informa- 
tive. Since many of their problems are closely allied to our 
own, I believe both the Associations will benefit materially 
from close and active co-operation. In March of this year 
I attended the mid-year meeting of your Executive in 
Toronto. As has been the custom in the past we were 
entertained by the Ontario Institute at luncheon and at 
their annual dinner. We greatly appreciated the oppor- 
tunity given us to participate in these functions which 
afford a welcome opportunity to renew old friendships and 
create new ones. Upon my return journey home it was 
my privilege to meet with members resident at Winnipeg, 
Regina and Calgary and I took advantage of these oppor- 
tunities to give a resumé of Dominion affairs subsequent 
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to the meeting in Montreal. Mrs. Field and myself were 
overwhelmed by the hospitality so sincerely extended to 
us and we shall carry with us throughout our life many 
pleasant memories. I believe that a closer liason between 
the Provincial Institutes and the Dominion Association is 
extremely beneficial to the well being of our profession and 
will enable us to be of greater service to you, particularly 
with respect to the problems, peculiar in some respects to 
each particular institute but, in other respects, common to 
all Institutes. I was invited to attend the annual dinner 
of the Institute of Chartered Accountants of Quebec held 
in Montreal on the 27th of March but unfortunately, having 
just returned from the East, I found myself unable to accept 
and once again Mr. Elderkin, on my behalf, expressed my 
sincere regrets at being unable to attend. It was, I believe, 
a very successful function and was chosen as the occasion 
for the presentation by Mr. Elderkin to Mr. Marcel Hurtu- 
bise of the Gold Medal annually awarded the student attain- 
ing the highest marks in the uniform final examination and 
to extend to Mr. Hurtubise an invitation to be a guest of 
our association at this meeting. It had been my privilege 
at the mid-year dinner of the Ontario Institute to present 
our Dominion Medals to Mr. A. D. Mackay of Ontario for 
attaining the second highest standing in Canada in the final 
examination and to Mr. R. P. Boddy of Ontario for the 
highest standing in Canada in the Intermediate examina- 
tion. I am very happy to extend to these gentlemen the 
congratulations of our Association on their excellent 
achievement. 

As all committee reports have been printed and dis- 
tributed I shall refer only briefly to the matters dealt with 
but before so doing it gives me the greatest pleasure to 
thank the Chairmen and the members of the various com- 
mittees for the great amounts of time so freely given by 
them which I feel has resulted in great accomplishments. 
Their ready assistance at all times has made my year in 
office a very pleasant one indeed. 

Executive Committee 
Subsequent to the mid-year meeting in early March, a 


fairly extensive report thereon was published in THE 
CANADIAN CHARTERED ACCOUNTANT. The final 
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report of this committee is brief since its activities are 
detailed in the respective reports of the other committees. 


Financial Statement 


The financial statement of the Association as at the 
81st May, 1947 with the auditors’ report and statement of 
Income and Expenditure for the year ended that date have 
been submitted to you. These statements indicate the 
necessity for the amendment to the by-laws which will be 
proposed later in this meeting. The rapid expansion of 
activities following the termination of war, and rapidly 
rising costs have more than overtaken the increase in 
revenues brought about by increased membership. I know 
Mr. Jephcott would be happy to supply any explanations 
that may be required. 

Accounting and Auditing Research Committee 

This committee under the able chairmanship of Mr. W. 
L. MacDonald of Toronto and with the co-ordinating assist- 
ance of our Secretary, Mr. King, in his further dual capa- 
city as Director of Research, has proved the wisdom of the 
reorganization and expansion in numbers of the committee. 
I am sure you will all agree with me when considering the 
bulletins issued during the past year that the work of this 
committee is of immense value to our membership. Since 
the 1946 meeting the committee has issued its Preface to 
Bulletins, and Bulletin No. 1—A Statement of Standards 
of Disclosure in the Annual Financial Statements of Manu- 
facturing Companies, and Bulletin No. 2—A Statement of 
the Minimum Standards of Professional Practice which 
should apply in Respect of Prospectuses. Mr. Jean Paul 
Gauthier, a member of the committee, completed arrange- 
ments for the translation of the bulletins into French, so 
that they are now available in either the French or English 
language. 

The committee has been studying the accounting treat- 
ment applicable to certain income tax items, and it is its 
hope to have the tentative draft in the hands of all members 
in the near future. The committee has reviewed a prelim- 
inary draft of a bulletin on auditing standards, and has 
also discussed the question of issuing a bulletin on the con- 
tent of the income statement. While a number of other 
projects are on the agenda for study, the committee would 
welcome any suggestions that members might have for 
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suitable topics for study or any comments that they might 
wish to make in respect of the work of the committee. 
Committee on Education and Examinations 

The report of the Board of Examiners-in-Chief is in- 
cluded in the report of the Chairman of the Education and 
Examinations Committee, Mr. E. J. Howson, who acts as 
Chairman of both groups. You will appreciate the exacting 
nature of the work carried out by these groups. The work 
of these committees has greatly increased due to the large 
numbers of service personnel returning to and entering the 
profession. The 1946 December examinations were the first 
to feel the impact of the large number of returned veterans, 
a total of 760 candidates wrote the Intermediate and Final 
examinations whereas the largest previous total was 504 
candidates sitting in December 1942. The Intermediate 
results for the examinations of the past seven years have 
been very satisfactory as 67% of the candidates have been 
successful. The same cannot be said in the case of the 
Final, which resulted in 35% passes during the seven year 
period. We view with considerable pride the excellent 
showing made by our students who sacrificed so many years 
in the service of their country. 

The revenue from the examinations was considerably 
in excess of the direct out-of-pocket expenses, enough in 
fact to wipe out the deficits of the past. However, in this 
connection it must not be overlooked that no charge has 
been made for general and administrative expenses which 
are quite substantial but which are borne by the D. A. C. A. 
as a whole. 

The Sub-Committee on Personnel Selection has been 
continuing its studies along the lines laid down last year 
and has submitted a very informative interim report. This 
committee hopes to complete its studies in the near future 
and its recommendations will be transmitted to your 
Provincial Institutes and members of the Association. 

Legislation Committee 

This committee under the chairmanship of Mr. A. E. 
Beauvais has continued the excellent work of previous 
committees. Following the practice of past years it 
requested recommendations from the Provincial Institutes 
in respect of changes in the Income and Excess Profits Tax 
Acts. After study by the committee certain recommenda- 
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tions were made to the Ministers of Finance and National 
Revenue and we are very pleased to report that they receiv- 
ed the usual sympathetic consideration. We shall find that 
the majority of the recommendations on taxation made in 
past years have found expression in the draft of the new 
Income Tax Act. While work on this project has been 
deferred until this Fall it is proposed to subject it to 
intensive review as was pointed out by the Hon. D. C. 
Abbott when presenting the Bill to the house, “further 
suggestions for the improvement of the statute will be 
welcomed and given careful study by the government.” So 
it is obvious that the work of this committee will be acceler- 
ated in the months ahead, and I can assure you that it will 
appreciate all suggestions made by provincial legislative 
committees to assist it in the preparation of a further brief. 
Our membership is particularly grateful to Mr. Beauvais 
and his committee for its success in obtaining release by 
the department of tax rulings which are now being printed 
and distributed by our association office. 


Magazine Committee . 

We have been fortunate in having Mr. R. F. Bruce 
Taylor as Chairman of this committee and as editor in chief 
of the magazine. Under his supervision and with the con- 
tinuous attention of our secretary, a very difficult year is 
behind them. There still exists a shortage of paper which, 
combined with printing costs, has created a very serious 
problem. To cope with this a special sub-committee, with 
Mr. Taylor as Chairman, was appointed by your Executive 
to enquire into and study the costs of operation, the finan- 
cial result of the operation and to report thereon with 
recommendations for consideration by Council. This com- 
mittee has completed its deliberations on the most pressing 
and complicated question, that of finances, and its recom- 
mendations are embodied in Mr. Taylor’s report. 

After consultation with Mr. Arthur W. Gilmour, it was 
decided that the 1947 issue of the Income Tax Handbook 
should not be published before October of this year. Work 
is going forward on this project with the manuscripts 
now in the hands of the printers. Mr. Taylor has kindly 
consented to act as editor of the magazine for another 
year and on behalf of the membership of the Association, 
I would like to express our sincere appreciation for the 
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excellent manner in which he has carried out his tasks 
during the past year. 
Post-War Planning Committee 

This committee, under the chairmanship of Mr. A. B. 
Shepard, has finished its assignments after almost four 
years of extensive study. During the past year its recom- 
mendations on Company Law were presented to the various 
Provincial Secretaries by the respective Provincial Insti- 
tutes of Chartered Accountants, and to the Secretary of 
State by myself. 

On behalf of the Dominion Association I would like to 
express our sincere appreciation for the excellent work of 
this Committee. 

Membership and Institutes 

There has been submitted to you a very interesting 
statistical report regarding membership in the Association 
and of the constituent Institutes. You will note that our 
total membership at the end of the fiscal year stood at 3,154 
as compared with 2,918 a year ago. Since that time 21 
additional members have been admitted to membership and 
when one considers the numerical strength of the student 
body of third, fourth and fifth years standing, our increase 
in membership should be considerable during the next few 
years. This rapidly increasing membership and the con- 
stant demand for properly qualified accountants emphasizes 
the importance of the role which professional accountants 
fill in the commercial and business life of our nation. It 
is our duty to be on guard at all times to see that we live 
up to the responsibilities given to us and to form the 
vanguard formulating beneficial changes in the various 
spheres in which our responsibilities lie. 

Certain matters of importance arose during the year 
which rightfully come under the jurisdiction of the Legis- 
lation Committee, but upon considering the heavy schedule 
of work confronting that committee on taxation matters, it 
was considered advisable to appoint a special committee to 
study the question of uniformity of Codes of Ethics. The 
necessity for this was brought about by a request from 
Mr. A. I. Barrow, President of the Nova Scotia Institute, 
requesting the opinion of the Dominion Council upon cer- 
tain clauses contained in their recently adopted Code of 
Ethics. Your Executive requested Mr. Harrison Hayes of 
Montreal to select a special committee to study this prob- 
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lem and to report to the mid-year Executive meeting. This 
very excellent report was adopted by your Executive and 
copies forwarded to all Provincial Institutes. 

In many of our provinces during the past year, attempts 
were made by certain groups to achieve recognition as 
qualified public accountants coupled with a desire on their 
part to have names closely resembling our own. The . 
success of the application for incorporation by any of these 
groups will encourage activity in that direction by other 
groups in other provinces to strive for professional stand- 
ing, with the result that great confusion will develop in 
the public mind as to which body of accountants is best 
qualified to give that service the public is entitled to receive 
and to which end we have so diligently trained our students. 

This confusion will only be eliminated by the introduc- 
tion in each province of legislation to regulate the practice 
of accountancy within that province, such as is already in 
force in the province of Quebec and is now being considered 
in Great Britain. To assist the provinces in this matter 
Mr. Hayes’ committee has been requested to act in an 
advisory and co-ordinating capacity to work with Provin- 
cial Institutes in any way that will assist them to obtain 
regulatory legislation as nearly uniform as possible having’ 
regard to local circumstances. 


Some Highlights of the Annual Meeting 


The arrival of the Editor at the Vancouver Hotel at 4 
a.m. and finding a room immediately available to him—the 
milling about and constant meetings with old friends 
throughout all the days of the gathering — the weather, 
glorious except for the Monday when it was not of import- 
ance anyway—the genuine and effective efforts of the Com- 
mittee on Arrangements and their sub-committees to provide 
enjoyment for and meet the wishes of the guests—the re- 
ception on the Tuesday and the Howe Sound Cruise and 
dinner dance on the Thursday, most capably arranged and 
delightful functions—the “free” evening on Wednesday at 
Stanley Park, a stroke of genius on the part of Mrs. Ken- 
neth Carter—and, at risk of offending all the other ladies, 
the charm of Mrs. W. G. Patrick as official hostess‘of the 
British Columbia Institute. We express our thanks to all 
who worked so hard to make the meeting a success. 
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Some Aspects of Public Accounting in 
the United States 


by E. B. Wilcox, President, 
the American Institute of Accountants 


ee anyone from either of our countries 
addresses an audience in the other, he is sure to refer 
to our long and unguarded border, to the easy informal 
passage between Canada and the United States, and to the 
great and traditional friendship between us. Such refer- 
ences have become almost ritual, and to my mind that fact 
bespeaks no hollowness in them, but rather their deep sin- 
cerity. That which has become accepted ritual to many 
people has demonstrated that it lies close to their hearts. 
You have demonstrated your friendship by inviting me 
here and according me a place on your program, and this 
occasion is only one of many on which we in our country 
and you in yours have joined one another at meetings of 
our professional organizations. It will, therefore, I am 
sure, occasion no astonishment that I bring to you, officially, 
greetings and best wishes for continued success, from the 
American Institute of Accountants. 

The reason for this exemplary, and, I might add, econ- 
omical friendship between the peoples of two great nations, 
is worth at least a moment’s thought. I doubt that it can 
be explained entirely by common interests or absence of 
causes for friction. Other and less friendly people have 
similar hopes and fears, and certainly there are present 
some causes for friction between us, and yet we remain 
friends. But we both have achieved fairly high levels of 
education, we are near neighbors, and we have a common 
language. These things add up to mutual understanding 
and appreciation of one another, and that I think is the 
key to friendship. Without it we would seem strange to 
each other. Men fear what is strange, and hate what they 
fear. If this is true then our peoples are demonstrating the 
necessity of mutual understanding as an essential ingredi- 
ent of peace between nations at a time when our very 
survival depends on the maintenance of peace. The success 
of this demonstration may be one of our greatest destinies. 


* An address given at the Annual Meeting of the Dominion Asso- 
ciation of Chartered Accountants at Vancouver on September 10, 1947. 
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Every year that passes adds to the importance of pro- 
fessional accounting as a factor in international under- 
standing. Industry and finance dominate our social struc- 
tures to the point where the public interest in these matters 
is paramount. A former president of the National Asso- 
ciation of Manufacturers in the United States recently said 
that this was the period of limelight for the affairs of 
American industry. The integrity of the fiscal reporting 
that stands in this limelight is the business of the account- 
ing profession. Our shrinking world has brought us all 
into such interdependence that credit and investment flow 
across international boundaries as never before, and the 
services of the accounting profession must follow them. In 
the United States we have learned the hard way that con- 
flicting and mutually exclusive state accountancy legisla- 
tion is intolerable. We have learned that there must be 
nation-wide uniformity in generally accepted accounting 
principles and standards of auditing. Now we must learn 
these same lessons at the international level to the end 
that the accounting language of industry and finance be 
not a barrier to understanding between the peoples of the 
world, but rather that it contribute to understanding and 
to the hope of peace. 

Therefore, I make no apology for assuming that your 
interest in what we are doing and thinking south of our 
mutual border is increasing. In a word, or more properly 
speaking, in two words, we are making progress and we 
are encountering problems. Applying directly to the inter- 
national aspect, there is at least one item of progress. A 
joint committee meeting of representatives of your own 
organization and ours, with a representative from England, 
who I hope can come, is already arranged for October 8 
and 9 of this year in New York City. If it occurs, I rather 
expect this meeting to be occupied with three general types 
of problems. First, those looking toward a permanent and 
expanded international accounting organization; second, 
international reciprocity as to practice and general im- 
provement in the relations between accountants of the 
various countries; and third, greater uniformity as to the 
theory, practice, and terminology of accountancy. I am 
rather proud of this ambitious project even though it is 
only in the planning stage, because it is aimed at the 
world-wide aspects of professional accounting which must 
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be our field if our civilization is to go forward and we as 
accountants are to fulfill our part in it. 

In the technical fields of auditing and accounting we 
can report progress that is fundamentally in harmony with 
our expanding international horizons. You are, I know, 
aware that the American Institute of Accountants main- 
tains a competently staffed research department principally 
to serve our committees on auditing and accounting pro- 
cedures. The ultimate objective of these committees is to 
narrow the areas of inconsistency in examination and pre- 
sentation of financial statements. Inconsistencies have 
impaired the usefulness of financial statements, and we are 
laboring to reduce them on a nation-wide basis, as we must 
soon begin to eliminate them on a world-wide basis. It 
seems to me to be one of the primary duties of each of us 
to realize the importance of attaining a useful degree of 
uniformity in fiscal reporting. Ours is still the newest of 
the professions, and there is much to be done if it is to be 
the great and useful profession that it can be. 

In addition to the bulletins on specific aspects of audit- 
ing which our committees have issued from time to time, 
we are about to release a rather comprehensive statement 
on auditing standards, and a series of case studies on audit- 
ing procedures. We think these publications will go far 
toward increasing and standardizing the dependability of 
auditors’ certificates, and we hope that you will be interested 
in them. Our committee on accounting procedure continues 
to study problems of presentation in financial statements, 
and at present is occupied among other things with current 
assets and liabilities, inventory pricing, reserves, and the 
more general problem of minimum disclosure. Your own 
organization has made a notable contribution on this latter 
subject. 

Possibly the most basic and far reaching accounting 
problem before us all is that of the income statement. The 
shift in emphasis from the balance sheet to the income 
statement is now an old story. I think it is generally 
accepted doctrine today that the securities of an enterprise 
are judged by its earning power much more than by its 
assets. But this shift in emphasis carries with it a train 
of technical and philosophical consequences which have not 
yet been fully grasped. One of the first of these to be 
recognized is that consistency in financial] statements is a 
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greater virtue than conservatism. Another is the greater 
interest in such problems as inventory pricing with a view 
to producing a realistic matching of costs and revenues 
in income statements. Our committee has been working 
on the development of a statement expressing its views on 
the form and content of the income statement and the 
related problem of defining the character of those items 
which may or should be excluded in the determination of 
net income, so as to avoid misleading inferences. The diffi- 
culties of this problem are evident from the fact that our 
own committee has not yet found a basis for agreement, 
although the problem itself is of first importance. Once 
we used to say that the income statement was only a link 
between two balance sheets, but now it is nearer the truth 
to say that a balance sheet is what is left over after the 
operating accounts have been closed. The problem of clos- 
ing these operating accounts so as to afford the greatest 
usefulness, even within the framework of existing conven- 
tions and to our accustomed audience of management, in- 
vestors and creditors is far from being solved. 

Beyond all this there lies an almost undiscovered coun- 
try which it is our obligation to explore, survey and master 
without too much delay. Financial statements do more 
than measure the results of operations of individual enter- 
prises. They actually affect the economy of which those 
enterprises are a part, and they can affect it for good or ill. 
They have been accused of augmenting the swing of busi- 
ness cycles by overstating profits during the upswings and 
understating them during depressions, thus overstimulat- 
ing business confidence when it is already excessive, and 
correspondingly depressing what confidence there may be 
when it is already at a low ebb. This sort of thing can 
happen. It is one of the consequences of the increased 
significance of income statements. It can happen through 
accounting recognition of losses in periods of economic 
depression when they are most apt to be recognized. It 
can happen when violent fluctuations of the currency 
medium in which financial statements are expressed cause 
a decline in the value of money to appear as a profit in the 
income statement. If our profession is to do its potential 
best for the public it serves, we must be prepared to deal 
with these implications of the income statement. 

Similarly the concept of corporate income needs restudy. 
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It is not enough to determine the income of dissimilar 
enterprises as dissociated entities, regardless of the source 
or nature of that income. Such income figures are used by 
statisticians, economists, politicians, labor organizations 
and the public as the basis for conclusions sometimes 
utterly unwarranted. Identical operations could be and 
conventionally are reported as resulting in widely varying 
profits or losses depending on whether the form of organi- 
zation is corporate or proprietorship, and on whether it is 
financed by debt or equity capital. There is need for some 
new conventions that will segregate the sources of income 
and provide consistent and useful bases for the broad 
political and economic judgments that must be reached. 

We have begun to talk in the United States about how 
to do this more specifically for the information of labor 
organizations. Conventional financial statements designed 
primarily for investors and creditors do not provide the 
information desired by labor unions, and some of them have 
charged that these statements intentionally bury significant 
data. However stupid that charge may be, it is proof of 
an unfilled need, and we are studying how to meet it. 
Articles have appeared in the Journal of Accountancy; 
there was a labor-management-accounting session at our 
Central States Accounting Conference in Minneapolis last 
May, and the subject is on the program of the next annual 
meeting of the American Institute of Accountants in Miami 
this November. Already I think we have begun to see what 
kind of income statement will be significant and useful in 
helping to settle labor disputes. Other kinds of income 
statements for other broad but increasingly essential pur- 
poses must also be developed. 

All this discussion of the philosophy and significance of 
income statements follows from their intrinsic importance, 
but it also leads me to a little bragging about one of the 
great things we are undertaking in the United States. In 
June of this year the Rockefeller Foundation took action 
providing up to $30,000.00 for the American Institute of 
Accountants toward expenses of a study of accounting 
definitions and postulates and their effect upon political- 
economic policies. This project will extend over a period 
of three years, and the Institute will match the expenditures 
of the Foundation. I make no apology for bragging about 
this because I think it is one of the most ambitious and 
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statesmanlike undertakings in the history of accountancy. 
It is aimed at the broadest implications and most far reach- 
ing consequences of financial statements. 

However, as I said before, we have problems as well 
as progress. There are two groups in the United States 
who will work a considerable mischief on the accounting 
profession as it is now constituted, if they can. One of 
these groups is made up of non-certified public accountants, 
and the other is that part of the legal profession which 
gravitates into bar association committees on unauthorized 
practice of the law. Both groups have, as their principal 
motive, a desire for something which they do not possess. 
I think it is not altogether unfortunate that we have these 
problems, because they tend to save us from the smug 
complacency of a too strongly entrenched position. It is 
a healthy thing for any group to have a fight on its hands. 
There is a salutary effect of attacks and hostile criticism 
in that they force us to continuous re-examination of our 
own position, and the maintenance of standards of per- 
formance that vindicate our defenses and representations. 
I will not go so far as to wish for you the same sort of stern 
blessing, but I think you will be interested in these problems 
as they face us, not only because of your interest in us, but 
also because you may, now or later, be faced with similar 
ones. 

It is the opinion of the American Institute of Account- 
ants that the professional accounting function of furnishing 
expert opinions on financial statements is so greatly affected 
by the public interest that it should be regulated by law 
and restricted to certified public accountants, because they 
have demonstrated a degree of fitness justifying reliance 
on them. Seventeen states have accountancy laws generally 
consistent with this view, and where such laws are well 
established there is relatively little trouble. But in most 
other states, the C.P.A. degree is merely a title, and any- 
one may practice accountancy. For these states, the Insti- 
tute recommends what we call regulatory legislation, and 
since we cannot deprive people of an existing right to make 
a living, we propose that non-certified public accountants 
already in practice be licensed to continue, but that future 
licenses be limited to certified public accountants. Many 
of the non-certified group, however, resent being put in a 
dying class, and they are organizing for the purpose of 
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destroying the existing C.P.A. degree, either by the issu- 
ance of C.P.A. degrees for themselves without examination, 
or by abolishing the degree and starting all over again 
with the title of public accountant. 

The argument for this latter idea is remarkable. They 
point out that no one ever heard of a certified lawyer or 
a certified doctor, so why should there be certified public 
accountants. There should be, they say, only public 
accountants. It is as simple as that. Of course no one ever 
heard of a public lawyer or a public doctor either, so it 
would be as logical to abandon the title they propose as the 
one they would destroy. It is as though they would say 
to you, you don’t have chartered doctors in Canada, so you 
should not have chartered accountants. Obviously all this 
is but a rather silly play on words, designed to set the 
clock back fifty years, and wipe out the achievements in 
standards of accountancy which have been met by those 
who have passed the C.P.A. examinations. It is a plan 
of ruthless destruction of these standards by those who 
have failed to meet them. 

From an entirely different standpoint, we are being 
attacked by a rather small but vociferous group of lawyers, 
who have a jealous eye on income tax practice. That, I 
think, must seem strange to you who are so securely recog- 
nized in this field, but some of our lawyers profess to 
believe that services to clients relating to income tax mat- 
ters constitute the practice of law, and that accountants 
should therefore be prohibited from furnishing them. 
These lawyers are apt to be found in bar association com- 
mittees on unauthorized practice of the law. They ignore 
the fundamental point that taxation on income is workable 
only when income is determined according to principles of 
accounting, and they maintain that tax practice has inad- 
vertently fallen into the hands of accountants because 
lawyers ignored it in its earlier years. Now, they say, it 
should be restored where it rightfully belongs. 

In 1938 the American Bar Association committee on 
unauthorized practice of the law submitted to an annual 
meeting of the Association a statement of seven activities 
which it considered to be within the restricted field of 
legal practice. They were: 

1. To give advice regarding the validity of tax statutes 
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or regulations or the effect thereof in respect of 
matters outside of accounting procedure; 

. To determine legal questions preliminary or pre- 
requisite to the making of a lawful return in a law- 
ful manner; 

. To prepare protests against tax adjustments, defi- 
ciencies, or assessments; 

. To represent a taxpayer at a conference with admin- 
istrative authorities in relation to matters outside 
of accounting procedure; 

. To prepare claims for refund of taxes; 

. To prepare petitions, stipulations, or orders incident 
to the review of assessments by the United States 
Board of Tax Appeals or any like administrative 
tribunal; 

To conduct the trial of issues before the United 
States Board of Tax Appeals or any like administra- 
tive tribunal. 

That statement came as a shock to the accounting pro- 
fession in the United States, and we protested. The bar 
association committee, however, said it was only a trial 
balloon, and had not been officially adopted. Then in 1944 
there was formed a national conference of lawyers and 
certified public accountants, and for a time we believed 
there was hope for amicable discussions and settlement of 
joint problems on a professional basis rather than on the 
level of a jurisdictional dispute. But the national confer- 
ence seems to have deteriorated, the 1938 statement was 
never withdrawn, and subsequent actions throughout the 
country indicate that it is still the line of attack. The 
New York County Lawyers Association recently sought an 
injunction against a certified public accountant to prevent 
him from giving advice as to the effect of the tax statutes. 
They were defeated in the trial court, but have appealed 
that decision. A bar association committee in Massachu- 
setts sought an injunction against an accountant for deter- 
mining legal questions incident to the preparation of a 
tax return. In this case the trial court granted the injunc- 
tion but was reversed on appeal. In both Illinois and Penn- 
sylvania, lawyers committees have been successful in ex- 
cluding accountants from appearance before local tax com- 
missions, and they are now sponsoring a bill before the 
Congress of the United States designed to hamper if not 
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entirely prevent such appearances before any administra- 
tive body. Also in Illinois, several years ago an injunction 
was granted against a certified public accountant who 
offered to obtain refunds of local state taxes. These speci- 
fic actions conform to four out of the seven points set forth 
in the 1938 statement, and it therefore seems clear that 
the gage of battle is down on this line. Of course there 
should be no battle. It is disgraceful for professions to 
quarrel over their jurisdictions, and it is our experience 
that there is no jealousy between the leaders in the profes- 
sions of law and accountancy. But the bar association 
committees on unauthorized practice of the law seem de- 
termined to enlarge their field of practice at the expense 
of ours, and without regard to the interests of the public. 

There are even better reasons for telling you about our 
troubles with non-certified public accountants and bar 
association committees, than your unquestioned friendly 
interest. These problems are our own particularly acute 
aspects of the broader problems of public relations. We 
think the public interest is involved in both of them. It 
is in the public interest that the credibility of fiscal report- 
ing be insured by maintaining high standards in examina- 
tion of financial statements. And it is in the public inter- 
est that there be the greatest possible freedom in the selec- 
tion of representatives to serve taxpayers and others in 
technical fields. Regulation of practice where there is 
broad public reliance, and freedom and economy in close 
contractual relationships are consistent and mutually de- 
sirable. But attainment of these objectives requires public 
support, and it is easy for the public to be confused on such 
issues particularly when that public has only the vaguest 
notion of what professional accounting is all about. This 
fundamental question of public relations affects us all and 
is, I am sure, one of our common problems. 

In the United States we have had some eye-openers. A 
recent public opinion poll by the Controllership Founda- 
tion disclosed that the man in the street doesn’t understand 
financial statements, and wouldn’t believe them if he did. 
He thinks they are deliberately made confusing to hide the 
facts of business. He has terribly exaggerated notions of 
corporate profits, he thinks they ought to be cut down to 
a mere two or three times as much as they actually are, 
and he has no notion of the tax bill paid by industry. We 
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still hear occasional repetitions of the remarkable idea 
that there must be skulduggery in accounting because the 
two sides of a balance sheet always add up to the same 
figure. Even some presumably informed writers and labor 
leaders profess to believe that significent information is 
deliberately suppressed in published financial reports of 
corporations. 

A rather small pilot survey among such groups as highly 
placed business and banking executives, investment anal- 
ysts, and labor leaders, conducted for the American 
Institute of Accountants this year, showed somewhat better 
results. The Institute’s investigations show that public 
accounting is generally recognized as a profession. The 
existence of legal and professional controls over certified 
public accountants is considered a favorable point. The 
profession is widely credited with setting and maintaining 
high standards. Our technical competence is apparently 
well regarded, and our opinions on financial statements 
carry great weight. But there were some doubts about 
thoroughness by people who seemed not to understand the 
principles of testing and sampling, and there is strong evid- 
ence that many people think certified public accountants 
are interested only in the technical aspects of their work, 
and not in the general welfare of their communities. It is 
apparent that, even among the best informed people, our 
public relations are not what they should be, and, among 
the vast bulk of our relatively uninformed, they are terrible. 

There is, however, a brighter side to this picture, in that 
we are trying to do something about it. The American 
Institute of Accountants has appropriated funds for a 
considerably enlarged program of public relations. We 
have authorized a campaign of institutional advertising. We 
have released a statement designed to inform the public 
about that essential ingredient of our services—independ- 
ence. We are actively enlisting the co-operation of business 
and industrial groups in problems of mutual interest such 
as representations before administrative agencies of our 
government. Our members have furnished notable ser- 
vices to government, with the result that our public offi- 
cials are becoming increasingly accounting conscious. Our 
publications, and in particular, the Journal of Accountancy, 
are finding rapidly growing audiences, our members 
throughout the country are being urged and some of them 
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are actually being trained in public appearances, and the 
newspapers and radio stations are displaying growing 
recognition that accountancy is newsworthy. Even in our 
problems there is evidence of progress. 

In all this I think we have a strong bond of common 
interest. The usefulness of the accounting profession de- 
pends on the value of financial statements. It depends on 
the significance of reported income. But as much as any 
of these things it depends on general public confidence in 
those who assume responsibility for fiscal reporting. There 
is not apt to be strong public confidence in accounting in 
one part of the country, and general contempt for it in 
another. There is not apt to be a very effective quarantine 
of public opinion even at international boundaries—certain- 
ly not at such an open boundary as the one between Canada 
and the United States. The growing interdependence of 
people throughout the world brings us increasingly into 
greater mutual reliance on one another, for merited public 
confidence and opportunities for service. It is my hope 
that every year that passes will see increasing recognition 
of this mutual need, and greater implementation of means 
to meet it; that we may join more and more closely together 
in the development of our profession; and that we do our 
part in cementing friendly and peaceful relations between 
all peoples, through the mutual understanding of fiscal and 
industrial affairs that can only follow from a commonly 
accepted language of accountancy and widespread confid- 
ence in us as the insurers of integrity when that language 
is used. 
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Recent Accounting Developments in 
the United States 


by 
Carman G. Blough, Director of Research, 
American Institute of Accountants 


Introduction 

_ is the first time it has been my privilege to attend 

a meeting of accountants in the Dominion of Canada, 
and I sincerely appreciate the opportunity. The problems 
of the independent public accountant are, in many respects, 
the same the world around, but because of the long, close, 
peaceful relationships between our two great countries, 
our many common business interests, and our use of the 
same language, our problems are undoubtedly more closely 
related and the importance of understanding each other’s 
procedures greater than with respect to most other nations. 
I am complimented by the breadth of the subject assigned 
to me. It offers wide latitude yet obviously calls for the 
elimination of many matters that might be included. I 
shall try to report upon only a few of the more major 
questions that have recently been or currently are being 
given major attention by leaders in the profession in the 
United States. Regarding some of the matters still in the 
discussion stage, I shall venture to express some opinions 
—but please accept them as my own personal views for 
they are given without regard to the opinions of any of 
the members of our Institute’s technical committees. 

The Committee on Accounting Procedure 

Accounting developments in the United States during 
recent years have been closely related to the work of the 
American Institute of Accountants committee on account- 
ing procedure. Its views have had a marked influence on 
the trends that have developed. The committee is made up 
of 21 members selected from large, small, and medium-sized 
firms of accountants located in large and small cities and 
in various sections of the country. It is customary to have 
on it two or three members who devote most of their time 
to university teaching in order to be sure the theoretical 
aspects of the committee’s highly practical problems will 
not be overlooked. 





*An address given at the Annual Meeting of the Dominion Asso- 
ciation of Chartered Accountants at Vancouver on September 10, 1947. 
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The opinions of the committee are issued as a series of 
Accounting Research Bulletins. None are issued unless at 
least two-thirds of the members of the committee agree. 
Their authority rests upon the general acceptability of the 
opinions expressed in them unless formal adoption by the 
membership of the Institute should be asked and secured. 
To date, 30 bulletins have been issued and, although none 
have been presented to the membership for approval, those 
that have been out long enough to be judged have gained 
widespread acceptance and are recognized in authoritative 
quarters as expressions of generally accepted accounting 
procedures. The major purpose of the committee is to 
reduce the areas of difference in accounting procedures. 
During the year 1947 three bulletins, Nos. 28, 29, and 30, 
have been issued up to this time. 

Contingency Reserves 

In Bulletin No. 28 the committee unanimously and un- 
equivocally took the position “that general contingency re- 
serves, such as those created (a) for general undertermined 
contingencies, or (b) for a wide variety of indefinite pos- 
sible future losses, or (c) without any specific purpose 
reasonably related to the operations for the current period, 
or (d) in amounts not determined on the basis of any 
reasonable estimates of costs or losses, are of such a nature 
that charges or credits relating to such reserves should not 
enter into the determination of net income.” 

The committee has left for future consideration many 
aspects of reserves including inventory reserves, reserves 
for specific but undisclosed contingencies, and the general 
use of the term “reserve” in financial statements. These 
are now being studied by the committee. 

Inventory Pricing 

In Bulletin No. 29 on Inventory Pricing, the committee 
adhered to the “cost or market, whichever is lower” prin- 
ciple but it also restricted the extent to which there should 
be a departure from cost. Thus it said: “In keeping with 
the principle that accounting is primarily based on cost, 
there is a presumption that inventories should be stated 
at cost.” No preference was expressed for any one of the 
several assumptions as to the flow of cost factors such as 
“first-in first-out,” “average,” and “last-in first-out.” 
Standard costs are recognized only “if adjusted at reason- 
able intervals to reflect current conditions.” 
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However, the position was taken that “a departure from 
the cost basis of pricing inventory is required when the 
usefulness of the goods is no longer as great as its cost” 
and stated that the measurement of losses from such 
sources is accomplished by applying the rule of pricing in- 
ventories at “cost or market, whichever is lower.” In the 
application of this rule, though, the committee believed 
there should be greater restraint in writing-down than has 
been common practice. Its statement on this point reads 
as follows: 

“As used in the phrase ‘lower of cost or market,’ the 
term ‘market’ means current replacement cost (by purchase 
or by reproduction, as the case may be) except that: 

(1) Market should not exceed the net realizable value (i.e., 
estimated selling price in the ordinary course of 
business less reasonably predictable costs of comple- 
tion and disposal) and 

(2) Market should not be less than net realizable value 
reduced by an allowance for an approximately nor- 
mal profit margin.” 


Thus a floor and a ceiling are placed on replacement cost in 
arriving at market. 

This bulletin also took a clear cut position regarding 
the controversial problem of accounting for commitments. 
The statement on this point reads: “Accrued net losses 
on firm purchase commitments of goods for inventory, 
measured in the same way as are inventory losses, should 
be recognized in the accounts. The amounts thereof should, 
if material, be separately disclosed in the income state- 
ment.” 

Current Assets and Current Liabilities 

In Bulletin No. 30, dealing with Current Assets and 
Current Liabilities, the committee took the position that 
past definitions of current assets have tended to be overly 
concerned with immediate or forced liquidation values. It 
took cognizance of the tendency in recent years for credit- 
ors to rely more upon the ability of debtors to pay their 
obligations out of the proceeds of current operations. Ac- 
cordingly it defined current assets to mean cash and other 
assets or resources commonly identified as those which are 
reasonably to be expected to be realized in cash or sold or 
consumed during the normal operating cycle of the busi- 
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ness. The term current liabilities is, in the same spirit, 
used principally by the committee to identify and designate 
debts or obligations, the liquidation or payment of which 
are reasonably expected to require the use of existing re- 
sources properly classified as current assets or the creation 
of other current liabilities. Thus, for example, cash desig- 
nated for expenditure in the acquisition or construction of 
non-current assets or segregated for liquidation of long- 
term debt would be excluded from current assets as would 
the cash surrender value of life insurance policies. 


Current Unsettled Issues 

At the present time the committee has before it a 
number of important but highly controversial subjects. 
Some have not as yet been discussed at a committee meet- 
ing, but there is no doubt they will form the basis for 
extensive debate before substantial agreement will be 
reached. 

Income and Surplus 

The first and foremost relates to the nature of the in- 
come statement and is far from being a new problem. It 
has troubled the profession and business for a generation. 
The committee has struggled valiantly with it for over two 
years without reaching a satisfactory solution. 

What constitutes the most practically useful concept of 
income for the year? On the one hand, net income is de- 
fined according to a strict proprietary concept by which it 
is presumed to be determined by the inclusion of all items 
affecting the net increase in proprietorship during the 
period except dividend distributions and capital transac- 
tions. The form of presentation which gives effect to this 
broad concept of net income has sometimes been designated 
the “all-inclusive” income statement. On the other hand, 
a different concept places its principal emphasis upon the 
relationship of items to the operations, and to the year, 
excluding from the determination of net income any ma- 
terial extraordinary items which are not so related or 
which, if included, would impair the significance of net 
income so that misleading inferences might be drawn 
therefrom. This latter concept would require the income 
statement to be designated on what might be called a 
“current operating performance” basis, because its chief 
purpose is to aid those primarily interested in what a com- 
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pany was able to earn under the operating conditions of 
the period covered by the statement. 

Proponents of the “all-inclusive” type of income state- 
ment insist that annual income statements taken for the 
life of an enterprise should, when added together, repre- 
sent total net income. They emphasize the dangers of pos- 
sible manipulation of annual earnings if material extra- 
ordinary items may be omitted in the determination of 
income. They also assert that over a period of years, 
charges resulting from extraordinary events tend to exceed 
the credits, and their omission has the effect of indicating 
a greater earning performance than the corporation actu- 
ally has exhibited. They insist that an income statement 
including all income charges or credits arising during the 
year is simple to prepare, is easy to understand, and is not 
subject to variations under different conditions due to the 
judgments that may be applied in the treatment of individ- 
ual items. They argue that, when judgment is allowed to 
enter the picture with respect to the inclusion or exclusion 
of special items, material differences in the treatment of 
borderline cases will develop and that there is danger that 
the use of “distortion” as a criterion may be a means of ra- 
tionalizing the normalization of earnings. With full dis- 
closure of the nature of any special or extraordinary items, 
this group believes the user of the financial statements can 
make his own additions or deductions more effectively than 
can the management or the independent accountant. 

On the other hand, those who advocate the “current 
operating performance” type of income statement generally 
do so because they are mindful of the fact that a substan- 
tial number of the users of financial reports attach major 
significance to the income statement as an aid in reaching 
conclusions as to a company’s future prospects. They point 
out that, while some users of financial reports are able to 
analyze a statement and eliminate from it those unusual 
and extraordinary items that tend to distort it for their 
purposes, many users are not trained to do so. Further- 
more, they contend it is difficult at best to report in any 
financial statement sufficient data to afford a sound basis 
upon which the reader who does not have an intimate 
knowledge of the facts can make a well considered classi- 
fication. They consider it self-evident that management 
and the independent auditors are in a stronger position 
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than outsiders to determine whether there are unusual and 
extraordinary items which, if included in the determination 
of net income, may give rise to misleading inferences with 
respect to current operating performance. 

The advocates of the “current operating performance” 
type of statement join fully with the “all-inclusive” group 
in asserting that there should be full disclosure of all ma- 
terial charges or credits of an unusual character, including 
those attributable to a prior year, but they insist that such 
disclosure should be made in such a manner as not to dis- 
tort the figure which represents what the company was 
able to earn from its usual or typical business operations 
under the conditions existing during the year. They be- 
lieve that material extraordinary charges or credits may 
often best be disclosed as direct adjustments of surplus. 
They point out that a charge or credit in a material amount 
representing an unusual item not likely to recur, if included 
in the computation of the company’s annual net income, 
may be so distorting in its results as to lead to unsound 
judgments with respect to the current earning performance 
of the company. 

No satisfactory compromise between these two schools 
of thought has been reached. A suggested form of pre- 
sentation that seems to merit careful consideration would 
present in a single statement all items of profit or loss 
recognized during a fiscal period but certain material extra- 
ordinary items would be excluded from the determination 
of net income for the period and would be reported in a 
section immediately following the amount of net income 
and included in the determination of the amount carried 
to surplus. By this means the figure designated as net in- 
come would be determined on such a basis that it would 
have the greatest possible significance in helping to form 
a conclusion with respect to the earning performance of 
the business under the operating conditions existing during 
the year to which it relates while at the same time the 
presentation, immediately following the figure of net in- 
come, of any material extraordinary charges and credits 
excluded from the determination of such net income, would 
enable users of the statements to appraise the significance 
of those items in relation to the results of operations for 
the year. 
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Minimum Disclosures 

To a greater degree than ever before in our history, 
fair and full disclosure of information with respect to the 
financial affairs of business enterprise is important to per- 
sons outside their immediate management. The solution 
to a large proportion of the problems which face countries 
in which private enterprise is still predominant are tied 
up in the satisfactory settlement of the conflicting interests 
in business. Capital, management, labor, customers and 
the government, all have conflicting claims upon the pro- 
ceeds of business operations. Labor is demanding that it 
be given financial information for its use in bargaining 
with management on wage contracts. The government in 
its taxing program, in the control of the securities markets, 
and in the regulation of public utilities, must have exten- 
sive financial data. The consuming public is becoming 
increasingly resentful of what appear to them to be ex- 
orbitant prices and is seeking the facts behind them. Stock- 
holders and creditors far removed from management must 
base their decisions upon information they get from finan- 
cial statements. These increased needs for fair, unbiased, 
adequate figancial information place greater responsibility 
upon the public accountant than he has ever had before. 
More than ever, therefore, he must satisfy himself through 
the exercise of sound technical procedures and informed 
judgments that the statements he certifies are not mislead- 
ing either by misstatements they include or by the lack of 
information they fail to disclose. 

By and large the profession has cause to be pleased with 
the manner in which it has fulfilled the requirements of 
this responsibility. We have constantly endeavored to 
evolve means by which users of financial statements may 
more readily determine the financial information they need, 
but as we are all aware, there is room for improvement.. 

One subject to which careful consideration is being 
given is whether the accountant should require a full set 
of financial statements (balance sheet, income statement, 
and analysis of surplus) to be included in all published 
annual reports to stockholders of which his certificate is a 
part. Accepted practice in this regard is in the process of 
evolution. It has not been many years since it was the 
universal practice to submit nothing but a balance sheet 
to stockholders, bankers, or other creditors. The income 
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statement was considered to be purely supplemental. We 
all recognize that during the last quarter of a century there 
has been a distinct shift in the significance attached to the 
various statements. Today, a series of income statements 
is often considered of far more value than a balance sheet. 
This is particularly true of concerns that are so large that 
they are not likely to be liquidated by the sale of individual 
assets and whose ability to pay is gauged more by an esti- 
mate of ability to earn than by the presence of assets upon 
which the creditor may pounce. 

Somewhat similar to the practice of omitting basic fin- 
ancial statements in reports to stockholders is the practice 
of presenting statements that are highly condensed. This 
seems to be particularly prevalent in reporting income. In 
some rather extreme cases, companies furnish income state- 
ments which begin with a figure of “net income before de- 
preciation and income taxes.” It is even more common to 
omit information with respect to sales volume or the cost 
of sales. Generally the reason given for excluding such 
information from published financial statements is that the 
management believes it would be useful to competitors. In 
some cases this fear is probably justified, but consideration 
must be given to whether we are encouraging the presenta- 
tion of these figures as often as we might. While in many 
cases it would be impracticable to break down this data to 
the extent necessary to give the reader of the financial 
statements a complete picture of the concern’s operations, 
there can be no doubt but that trends in the total sales 
volume and in the gross profit which is derived from it 
are important in forecasting an enterprise’s future ac- 
complishments. It seems particularly unreasonable that 
such information should not be made readily available to 
the stockholders when it is, or before long will be, made a 
matter of public record with governmental regulatory 
bodies. 

Complaints are also common with respect to failure to 
disclose the amount of reserves netted against assets, the 
use of omnibus reserves or reserves with ambiguous titles, 
reporting reserves for unspecified contingencies without 
further explanation or information with respect to charges 
and credits to them, the failure to disclose the basis upon 
which inventories are valued or to give information as to 
the proportions of raw material, work in process and fin- 
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ished goods, lack of disclosure of the method followed in 
determining cost of inventories such as last-in first-out, 
first-in first-out, or average, the basis of the valuation of 
fixed assets, and the number of shares of stock authorized 
issued and outstanding together with the par or stated 
value of the stock. 
Reserves for Future Inventory Price Declines 

During the past year, three very important and closely 
related problems have arisen. All spring from the fact that 
we have been in a period of rapidly rising prices and busi- 
ness anticipates the probability of a period of falling prices 
and depressed business conditions at some future date. The 
first is the practice of setting up, out of current income, 
reserves for future inventory price declines. Corporate ex- 
ecutives have been greatly disturbed over the high costs and 
amounts of inventories they are required to carry. They 
admit that no one can foretell the future, but they believe 
it reasonable to assume that the present upswing in prices 
may be offset in whole or in part by price declines at some 
future date. Because of the need to maintain adequate sup- 
plies of goods to meet every-day customer purchases and 
their belief that the losses which will have to be taken in 
periods of receding price levels have their origin in periods 
of rising prices, they are convinced of the desirability of 
reserving a part of current profits in anticipation of such 
losses. However, it is one thing to protect the balance 
sheet or surplus against the impact of possible future 
events but it is quite a different thing to charge that con- 
servatism to income. Profits are determined by deducting 
from the revenues of a given period the applicable costs 
and losses. In the case of a mercantile or manufacturing 
business this consists primarily in matching revenue from 
the sale of goods with the costs of acquiring or producing 
them and of holding, selling or delivering them. To the 
extent that losses have already occurred in inventories as 
a consequence of fallen market prices, deterioration, ob- 
solescence, or other relative causes which make it evident 
that costs cannot be realized by future sales, it is accepted 
practice to charge such losses off as being applicable to the 
period even though they are not related to the goods from 
which the current revenue is derived. This practice is 
justified on the grounds that the loss in market value has 
already been realized and is attributable to the period in 
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which the loss takes place even though there are no 
revenues that have been derived from such goods against 
which the losses may be charged. When, however, reserves 
are set up to charge current costs with a loss which is ex- 
pected to follow a period of unusually high prices, such as 
may exist at present, no such relationship to the current 
period exists. Computations of reserves of this kind have 
to be made on the basis of assumptions as to what future 
price levels will be, what quantities will be on hand if and 
when the major price decline takes place, and, finally, whe- 
ther loss to the business will be measured by the amount 
of the decline in prices. The bases for such assumptions 
are so uncertain that any conclusions drawn from them 
would generally seem to be speculative guesses rather than 
informed judgments. This affords strong support for those 
who contend that these reserves are based so much on whim 
that they should never be reflected in the accounts except 
as segregations of surplus. 

Reserves should not be used to shift current profits to 
some future year because profits are currently high or to 
reflect opinions as to what constitutes normal profits. It 
is well recognized that the determination of income should 
be governed by accepted principles of accounting. Creation 
of a reserve by a charge to income is no exception. If 
there is reason for setting up a reserve through a charge 
to income under a particular set of circumstances when 
the management is favorable to its creation, the same 
reason would exist if the management were opposed. It 
seems clear that if reserves of this kind are to be accepted 
for accounting purposes, criteria should be established for 
their determination and they should be created in all cases 
where the circumstances are such as to indicate their need, 
and not created merely at the option of the company, de- 
pending in part as to whether profits are high or low. In 
addition to affording a guide to management, criteria of 
this kind should also give the independent accountant a 
basis for objectively testing within reasonable limits the 
propriety of a reserve and the fairness of its amount. Be- 
cause of the highly speculative and varied nature of the 
factors governing a decision in this field, however, the 
possibilities of developing such criteria seem very dim. 
Perhaps accounting needs may best be served by accepting 
the alternative and not attempting to create reserves of 
this kind through charges to income in any case. 

208 











RECENT ACCOUNTING DEVELOPMENTS IN THE U.S. 


Depreciation on Replacement Values 

The second of these new problems is the propriety of 
additional charges against income for depreciation in ex- 
cess of that required on cost. This is the old question of 
depreciation on replacement value arising again because 
of an aggravated condition, claims against profits by union 
leaders, the social emphasis on the margin of profit, and 
perhaps because of other influences not so readily apparent. 
There are some very important companies which have pub- 
licized such additional charges against income, and the idea 
is sure to appeal to others. 

Clearly, charges to income of this kind have no support 
in generally accepted accounting principles today. Depre- 
ciation is conceived of as an accounting method of allocat- 
ing costs to fiscal periods, whereas provisions for replace- 
ment are considered to be problems of financial manage- 
ment rather than of accounting. This is not to say that 
accounting principles as they now stand are sacred and 
should not be changed, but it must be recognized that this 
procedure is a violation of what are now generally accepted 
accounting principles and an exception to consistency. 
There can be no argument but that a going concern must 
be able to replace its productive assets as they are used up 
if it is to continue to do business. It is also important for 
management to understand that the difference between cost 
and estimated replacement value may be significant in de- 
termining production and pricing policies. It does not 
follow, however, that the excess cost of the replacement 
over the cost of existing assets should be accounted for as 
a cost of current production. Ignoring the accepted ac- 
counting practice of treating fixed assets as in the nature 
of deferred charges to be written off over their useful life 
and therefore requiring that depreciation be based on cost, 
it is important to emphasize the difficulties involved in an 
attempt to relate depreciation to replacement. The most 
striking difficulty in this respect is the impossibility of 
predicting what will be the eventual cost of replacing a 
productive asset. How many are prepared to state what 
the price level will be two years from today, to say nothing 
of trying to guess what it will be five or ten years hence 
when many of these assets are to be replaced? To further 
complicate the problem, productive assets are not generally 
all replaced at the same time. Most plants are made up 
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of assets having varying life expectancies and the price 
levels are not at all likely to be the same in the several 
years in which these replacements are to be made. Accord- 
ingly it would be necessary not only to guess the price level 
in a particular future year but to guess what proportion 
of the facilities are likely to be replaced in that year. Price 
levels may rise and fall and rise and fall again before many 
of these assets will have to be replaced. Very few facilities 
are replaced in exactly the same form. In many fields, 
processes and products are so changed that the same type 
of equipment is no longer the most suitable. 

There is no gainsaying the fact that business manage- 
ment has a problem, but it may be questioned whether this 
problem is one that can or should be settled by changes in 
accounting procedures. Possibly what we are seeking is an 
adjustment of the concept of profits which would require 
the development of a monetary unit of constant value or the 
finding of some practical method of measuring our busi- 
ness activity in terms of index numbers. Accountants are 
in position to recognize the weakness of our present me- 
thods of computing profits in periods of violent changes in 
the value of the dollar and to help in reaching a sound 
solution, but it does not follow that the changes should 
necessarily be in accounting procedures. 

Reserves for Excess Construction Costs 

The third and closely related problem arises out of the 
action on the part of several prominent companies of set- 
ting aside out of earnings a reserve for excessive construc- 
tion costs in the year incurred, thereby reducing the in- 
come of the year of construction and reducing the amounts 
that will have to be charged to future income in writing 
off construction costs. This has been upheld on the grounds 
that material costs and labor rates have increased very 
materially over prewar rates, and material shortages, un- 
predictability of materials deliveries, loss in productivity 
of labor, etc., have caused construction costs to be abnor- 
mal. Current high costs of facilities are a major concern 
to most persons interested in the financial health of a 
business. However, it is generally assumed that when a 
corporation undertakes the construction of a new plant it 
does so in the expectation that its future business will 
benefit from the investment; no other defensible reason 
comes readily to mind for doing so. It is a well recognized 
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principle of accounting that the cost of an asset should 
be spread fairly over the fiscal periods during which its 
services are rendered. If, at the time the plant is con- 
structed, inefficiencies, shortage of materials and labor 
practices run the cost higher than is believed to be normal, 
it must still be assumed that the company has weighed 
these costs and found them worthwhile for the benefit of 
the future. Otherwise, the construction could hardly be 
justified. It would seem to follow that if the plant is built 
it is expected to contribute its full worth to future revenues 
and that its cost should therefore be fully charged to the 
periods it will serve. Possibly the widespread adoption of 
straight-line depreciation has been responsible for some of 
the difficulties involved. Possibly depreciation policies 
should be developed under which companies constructing 
properties at excessively high cost in the belief that the 
high profits of the earlier years would warrant the exces- 
sive cost would be able to assign a greater part of the cost 
to those earlier years. We, as accountants, have a respon- 
sibility to help solve this problem in a sound manner, but it 
seems clear that arbitrary reserves of this kind are not to 
be accepted merely because management feels that its cur- 
rent profits were too high and desires to charge off part 
of the current construction costs. If a procedure of writing 
off such excess costs is to be recognized in some cases it 
would seem that criteria should be developed for use in ail 
similar cases. 

Perhaps this recital has placed undue emphasis upon a 
few of our most significant recent problems. If so, I am 
afraid I must plead the fact that they stand high in my 
consciousness. We as public accountants have built our 
honored standing and high repute in our communities by 
helpfully meeting the problems of our clients with inde- 
pendence and objectivity. It is through meeting challenges 
such as those represented by the problems I have just dis- 
cussed in a way that will inspire confidence in financial 
statements and make them more useful to those they are 
designed to serve that we fulfill our professional function 
in society, whether in your country or in ours. Perhaps 
the problems we have in the United States are no problems 
to you, but the basic responsibility of our profession, where- 
ever it exists, is to judge soundly, act independently and 
view objectively whatever problems face it. 


OctTosEr, 1947 211 





: 
be 
é 
“¢ 
ing 
x3 
4 
om 








THE CANADIAN CHARTERED ACCOUNTANT 


Comments on Current Practice 
By Clem L. King, C.A., 
Secretary and Director of Research 
The Dominion Association of Chartered Accountants 


Eprror’s Note: From time to time it is our intention to publish 
notes prepared by Clem L. King, C.A., in his capacity as Director of 
Research of the Dominion Association of Chartered Accountants, on 
various matters arousing his interest as he carries on his work. The 
logical outcome of these duties over a lengthy period will be the 
issuance of pronouncements by the Accounting and Auditing Research 
Committee. Before this final stage is reached, however, it would seem 
useful to throw open Mr. King’s thoughts for public review. It is 
emphasized that these notes are not to be considered as pronounce- 
ments or official releases of the Association or of a Committee of the 
Association. Mr. King hopes that these periodic, and perhaps spas- 
modic, invitations will be accepted by many readers and that they will 
put forward their views as informally as he has put forward his. The 
replies received will not necessarily be published and in any event 
no reply will be published without preliminary discussion with the 
writer. 


EMPLOYERS’ CONTRIBUTIONS TO PENSION PLANS 


During the past few years many employers have inaug- 
urated pension plans for their employees, and it is probable 


that many more will do so. Most plans will be designed to 
fall within the scope of Tax Ruling No. 2-1946-1947 and 
Directive No. 46-1947 issued by the Department of National 
Revenue, since by so doing the employer’s contribution in 
respect thereof will become an allowable deduction under 
the Income War Tax Act. The aforementioned rulings set 
out the requirements which must be met if a plan is to re- 
ceive approval. The plan must be a definite continuing 
undertaking, set forth in writing, and communicated to all 
persons concerned. In respect of any past service benefits 
which are to be purchased or provided by the employer 
there must be a definite method provided by which such 
liability will be liquidated, either by a lump-sum payment 
or instalment payments over a period of years. 

Whatever the method used to make provision for the 
recognition of the services rendered by the employees prior 
to the inauguration of the plan, there does not appear to 
be any question but what the employer makes the provision 
on the assumption that future benefits, such as improved 
efficiency and loyalty and lowered labor turnover, will be 
secured by such action, or that future detriments will be 
avoided. Therefore the cost of the contributions in respect 
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of past services are a charge against the income derived 
subsequent to the inauguration of the plan. 

The treatment suggested for the lump-sum figure has 
the same foundation as that accorded goodwill, bond dis- 
count, costs of certain special advertising campaigns, cer- 
tain types of moving expenses and other items. In each 
case the treatment is based upon the best judgment of the 
persons concerned under the circumstances and on the as- 
sumption that the business is a “going concern”. The ex- 
penditures have been made as at the balance sheet date, 
but a portion of each, except in the case of goodwill, is 
deferred for charge to a future period, since it is recognized 
that future periods will derive some benefit therefrom. In 
most cases the determination of the periods to be benefitted 
cannot be made with absolute accuracy, nor can any accur- 
ate measurement be made of the exact amount to be charg- 
ed to any particular period. The charge is apportioned 
according to the best judgment of the parties, taking all 
circumstances into consideration. If, by chance, the concern 
fails before all the deferred charge is charged to expense, 
but the parties have acted honestly and with reason, no 
fair criticism can be levelled at the action taken in previous 
years. 

Goodwill is somewhat similar, in that it has arisen out 
of the past operations of the concern, but is recognized 
only because some future benefit is anticipated in respect 
thereof. If the goodwill has been paic for there is every 
reason to believe that it exists. If it exists there is no 
justification for charging it off. Similarly with the past 
service benefits; if they have been paid for there is’ every 
reason to believe that future periods will secure some bene- 
fit therefrom. Such being the case, the future periods 
should carry their share of the expense. 

The difficulty in this respect is a technical one, in that 
the future periods which will secure the benefit from the 
provision cannot be definitely determined. The provision 
will undoubtedly affect employee relations for some years 
after the inauguration of the plan, and if the plan is prop- 
erly publicized by the employer, benefits will accrue so long 
as any individuals affected by this aspect of the plan re- 
main on the payroll. To spread the charge for the past 
service contributions over the entire future service period 
of all employees so affected, while technically the correct 
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manner in which to distribute the charge, would require 
complicated computations which would have to be revised 
at frequent intervals. A reasonable period over which to 
charge the past service contributions would be the period 
coinciding with that during which allowance is granted un- 
der the Income War Tax Act. This definition of the period 
acquires further merit in that such a basis of spreading the 
charge avoids the distortion of the profit and loss statement 
which would otherwise arise, if the tax payable in respect 
of any one year were reduced by reason of an item which 
did not appear on the statement. 

While it is impossible to tell from a review of the pub- 
lished statements what proportion of the organizations that 
have pension plans have provided for past service benefits, 
only two cases have been noted where the lump-sum pay- 
ment was set up as a deferred charge, and is being reduced 
by annual charges. In all other instances noted, in which 
the liability in this respect was cleared by a lump-sum pay- 
ment, the amount thereof was charged to surplus, on the 
basis that since the money had been disbursed the amount 
should be written off. Since most sets of accounts are 
maintained on an accrual basis, it is difficult to find justi- 
fication for this variation from ordinary practice, even 
though one can see why the objections to the deferring of 
the item are made. As in other aspects of accounting, the 
substance rather than the form should govern the treat- 
ment to be accorded the transaction. Whether the contri- 
bution in respect of past services is paid in a lump-sum 
or over a period of years should not affect the accounting 
treatment for the charge thereof. 


Suggested Accounting Treatment 

The contributions in respect of the current services 
rendered by the employees should be treated as an expense 
of the year under review. 

If the contribution in respect of past services is paid 
over a period of years, as approved for tax purposes, the 
amount paid in each year should be treated as an expense 
of that year, and if material, should appear as a separate 
item on the profit and loss statement, or reference to the 
amoynt of the payment should be made by means of a 
footnote. Unless the agreement with the employees pro- 
vides for the payment of the amount in respect of the past 
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service benefits under any and all circumstances, there does 
not appear to be any necessity for indicating on the balance 
sheet or elsewhere that this amount has not been fully 
liquidated. If the agreement sets up a definite liability in 
this respect, it should be recorded as such. Most plans, 
however, provide for the payment of a specific amount, 
actuarially determined, only if there are sufficient profits to 
cover the amount and at the management’s discretion. 

If the contribution in respect of past services is paid in 
a lump-sum the amount of the payment should be regarded 
as a deferred charge, and if material, shown as a separate 
item on the balance sheet. The deferred charge should be 
reduced each year by the amount claimed for tax purposes 
and this amount should be charged as an expense of that 
year and, if material, shown as a separate item on the profit 
and loss statement, or reference to the amount of the charge 
should be made by means of a footnote. 

In the case of certain plans, variations in interest rates, 
salaries, and mortality rates from those anticipated at the 
inauguration of the plan, will bring about instances in 
which the actuarial requirements of the fund are in excess 


of the accumulated amount. This deficiency will usually 
be provided for and the fund may be built up to the proper 
level either by a lump-sum payment or by payments over a 
period of years. Whichever method is followed, the pro- 
cedures outlined above should dictate the accounting treat- 
ment to be given the transaction. 
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Current Accounting Literature 


by Frank S. Capon, C.A., 
Montreal, P.Q. 


Bulletins 


Accounting research bulletins Nos. 28 and 29 have 
been issued by the American Institute of Accountants, 
dealing respectively with the accounting treatment of 
general purpose contingency reserves and inventory 
pricing. 

Bulletin 28 emphasizes that general contingency reserves 
should not be provided out of profits before arriving at net 
income for the period and that any credits resulting from 
reversals of such reserves should not be included in net 
income. Such reserves should be set up only as a segre- 
gation or appropriation of surplus, or as an appropriation 
of net income, but the latter is less desirable. Costs or 
losses applicable to income for any period should not be 
charged against such reserves. 

In dealing with inventory valuation, Bulletin 29 states 
that, generally speaking, inventories should be valued at 
cost but that under certain circumstances inventories should 
be reduced to market values. Cost is defined as acquisi- 
tion plus production costs, including both direct and in- 
direct production costs. Administrative and_ selling 
expenses are usually charges against the period rather than 
against inventories. The reasons for choosing between 
such valuation bases as “first in — first out”, “last in—first 
out”, “average cost’, or “standard cost” are outlined. A 
departure from cost is only permissible when the usefulness 
of goods is no longer as great as their cost, when they may 
be written down to market, which must not exceed realiz- 
able value nor be less than realizable value less normal 


PUBLICATION ADDRESSES, AND PRICE PER COPY POSTPAID 
Accountancy, Incorporated Accountants’ Hall, Victoria Embankment, London, W.C. 
2, England. 1 shilling. 
Accountants’ Magazine, 23 Rutland Square, Edinburgh, Scotland. 1s. 8d. 
Accounting Review, School of Commerce, Northwestern University, Evanston, IIl., 


S.A. $1. 
The Accountant, 42 Baker St., London W. 1., England. 1 shilling. 
The Controller, 1 East 42nd St., New York, N.Y. 50 cents. 
Cost and Management, 66 King St. East, Hamilton, Ont. 85 cents. 
Harvard Business Review, Harvard University, Boston, Mass., U.S.A. $1.50. 
Journal of Accountancy, 18 East 41st St., New York, N.Y. 385 cents. 
The Internal Auditor, 39 Atlantic Street, Stamford, Conn., U.S.A. $1. 
National Association of Cost Accountants, 385 Madison Ave., New York. 75 cents. 
Taxes—The Tax Magazine. CCH Canadian Limited, 31 Willcocks St., Toronto, 
Ont. $6.00 per year. (American Publication). 


216 





CURRENT ACCOUNTING LITERATURE 


profit margin. Under certain circumstances, such as pre- 
cious metals, etc., which have fixed market value, inven- 
tories may be valued above cost. 
Position of the Profession 

Those interested in the welfare and future of the 
accounting profession should not miss the article by C. A. 
Smith in the 5th July issue of “The Accountant”. Two 
major developments in the U.K. prompted the article—the 
centralization of the accounting profession by the Public 
Accountants Bill and the scheme of degree courses in 
accounting at the universities. In comparing our profes- 
sion with the legal and medical professions, the author 
points out that centralized control has in effect increased 
their unity, and the degree training courses have undoubt- 
edly lifted their standards to uniformly high levels. Mr. 
Smith also points out that doctors and lawyers on perman- 
ent staffs of hospitals, companies, and so forth, are also 
prominent members of their profession though they may 
be styled as non-practising, and similarly he calls for great- 
er unity between practising and non-practising account- 
ants. 

Audit Certificate 

“What does an auditor’s certificate mean?” is the title 
of a public information pamphlet issued by the American 
Institute of Accountants, and reprinted in the August issue 
of the “Journal of Accountancy”. Emphasis is placed on 
the need for reading audit reports carefully, and especially 
on avoiding the assumption that the mere presence of an 
auditor’s signature means that the statements are correct 
and that the certificate can be taken as read. The meaning 
of each major phrase of the standard certificate, and the 
extent of the work undertaken by the auditor are also 
explained. 

Future of the Balance Sheet 

In firing one of the most potent broadsides yet aimed 
against the present form of balance sheets, George O. May, 
writing in the August “Journal of Accountancy”, states 
“The time therefore seems ripe for a reconsideration of 
the usefulness of the balance sheet, the possibility of sub- 
stituting another form of statement, and the steps neces- 
sary to make a statement in either form as valuable as 
possible.” 
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Mr. May points out that in most large companies it is 
impossible to present a worthwhile financial picture in a 
balance sheet, that asset and liability figures are non-homo- 
genous, and that changes in the value and character of 
money are causing distortions that seriously reduce the 
value of original cost figures. In 1929, he had suggested 
a series of statements (income and surplus, working capi- 
tal, fixed assets and liabilities, and source and disposition 
of funds) as necessary for annual reports, and he suggests 
that a balance sheet is unnecessary in such a series. Mr. 
May’s article is brief, but should be sufficient to stir up 
some constructive action on this, the number one problem 
of accounting. 

Accounting and Taxes 


Writing in the July issue of the “Accounting Review”, 
Carman G. Blough discusses the role of accounting in the 
taxing process. Tax estimates, collection techniques, and 
concepts are bound up in accounting data and procedure, 
and tax laws must be drafted having regard to this fact. 
It is for this reason that accountants must devote so much 
of their time to tax matters, and this is also why account- 
ants must necessarily come very close to the practice of 
law in dealing with taxing authorities. The computation 
of income by periods is probably the most important part 
of the tax rules, and this must depend upon the consistent 
use of proper accounting techniques. As taxes continue to 
absorb a large share of national income, the book of 
accountants in this field is likely to increase rather than to 
diminish. 

Theory of Progressive Taxation 

Students of taxation will be interested in the article by 
G. A. D. Preinreich on the theory of progressive personal 
taxes in the August issues of “Taxes”. The theory is that 
each successive dollar of income above the minimum neces- 
sary for survival gives progressively less enjoyment in 
spending and is, therefore, more easily taxed away. The 
charts showing demand curves and actual tax rate curves 
are interesting, and particularly the obviously incorrect 
bumps in present tax rate curves in the low income 
brackets. 
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1947 AMENDMENTS 


THE INCOME WAR TAX ACT 


11 GEORGE VI, 1947 
CHAPTER 63 


An Act to amend The Income War Tax Act 
(assented to 17th July 1947) 


IS MAJESTY, by and with the advice and consent of the Senate 
and House of Commons of Canada, enacts as follows:— 


1. Subsection one of section two of the Income War Taz Act, 
chapter ninety-seven of the Revised Statutes of Canada, 1927, is amend- 
ed by re-lettering paragraph (a) as paragraph (aa) and inserting the 
following paragraph immediately before the said paragraph:— 

“(a) ‘child qualified for family allowance’ means a child that, in 
the last month of the taxation year in respect of which the 
expression is being applied, was qualified or might have been 
qualified by registration under The Family Allowances Act, 
1944, so that an allowance under that Act was or might 
have been payable in respect of that month or the immed- 
iately following month.” 


2. (1) Section three of the said Act is amended by adding there- 
to the following subsection: — 

“(11) Where a person has, on or after the first day of January, 
nineteen hundred and forty-seven, received a security or other right 
wholly or partially as or in lieu of payment of or otherwise in satis- 
faction of an interest, declared dividend or other debt the amount of 
which would be included in computing his income if paid, the value of 
the security or other right or the applicable portion thereof shall, 
notwithstanding the form or legal effect of the transaction, be in- 
cluded in computing his income for the taxation year in which it was 
received and a payment in redemption of the security or in satis- 
faction of the right shall not be deemed to be income of the recipient 
in the year of payment.” 

(2) Section three of the said Act is further amended by adding 
thereto the following subsection:— 

“(12) Certificates evidencing indebtedness or stock or shares is- 
sued to a person in respect of an allocation in proportion to patronage, 
as defined in subsection ten of section five of this Act, shall be 
deemed to be income received by the person to whom they are issued 
in the year in which they are issued of an amount equal to the 
amount of the allocation in proportion to patronage in respect of 
which they are issued and payment thereunder or redemption thereof 
ree not be deemed to be income in the year of payment or redemp- 

on.” 

3. (1) Subparagraph (vi) of paragraph (p) of section four of 
the said Act is deemed to have been repealed on the first day of Sep- 
tember, nineteen hundred and forty-six, and subparagraph (vii) there- 
of is renumbered as subparagraph (vi). 
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(2) The provisions set out in paragraph (g), relating to mutual 
corporations, and in paragraph (p) of section four of the said Act 
as in force on the thirty-first day of December, nineteen hundred and 
forty-five, shall be deemed to have continued in force, notwithstanding 
the Act to amend the Income War Taz Act, chapter fifty-five of the 
statutes of 1946, until the thirty-first day of December, nineteen hun- 
dred and forty-six, and to have been applicable in respect of that pro- 
portion of the income of any mutual corporation or co-operative com- 
pany or association, to which they were applicable, respectively, of 
the nineteen hundred and forty-seven taxation year that the number 
of days in the said taxation year before the first day of January, nine- 
teen hundred and forty-seven is of the number of days in the whole of 
the said taxation year. 


4. (1) Paragraphs (c), (d) and (e) of subsection one of section 
five of the said Act are repealed and the following substituted there- 
for:— 


“(c) fifteen hundred dollars in the case of a taxpayer who, during 
the taxation year, was 

(i) a married person who supported his spouse, 

(ii) a person who had a son or daughter wholly dependent 
upon him for support, if the son or daughter was, during 
the taxation year, 

(A) under eighteen years of age, 

(B) eighteen years of age or over and dependent by 
reason of mental or physical infirmity, or 

(C) under twenty-one years of age and a student at a 
secondary school, university or other educational in- 
stitution, 

(iii) an unmarried person or a married person separated from 
his spouse who maintained a self-contained domestic es- 
tablishment and actually supported therein a person whol- 
ly dependent upon him and connected with him by blood 
relationship, marridge or adoption, or 

(iv) an unmarried minister or clergyman in charge of a dio- 
cese, parish or congregation who maintained a self-con- 
tained domestic establishment and employed therein on 
full time a housekeeper or servant, 

and seven hundred and fifty dollars in the case of each in- 

dividual not entitled to the aforesaid deduction of fifteen 

hundred dollars; 

(d@) for each child or grandchild of the taxpayer who during the 
taxation year, was wholly dependent upon the taxpayer for 
support and was 
(i) under eighteen years of age, 

(ii) eighteen years of age or over and dependent by reason 
of mental or physical infirmity, or 

(iii) under twenty-one years of age and a student at a second- 
ary school, university or other educational institution, 

one hundred dollars if the child or grandchild was a child 

qualified for family allowance and three hundred dollars if 
the child or grandchild was not such a child, and 

(e) an amount expended by the taxpayer during the taxation 
year for the support of a person who was, during the tax- 
ation year, dependent on the taxpayer for support and was 
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(i) his parent or grandparent and dependent by reason of 
mental or physical infirmity, 
(ii) his brother or sister 
(A) under eighteen years of age, 
(B) eighteen years of age or over and dependent by 
reason of mental or physical infirmity, or 
(C) under twenty-one years of age and a student at a 
secondary school, university, or other educational in- 
stitution, or 
(iii) his daughter or sister under twenty-one years. of age 
training as a nurse at a public or provincially licensed 
private hospital, 
not exceeding one hundred dollars if the person was a child 
qualified for family allowance and three hundred dollars 
if he was not such a child.” 

(2) Paragraph (p) of subsection one of section five of the said 
Act is amended by adding thereto the following:— 

“Provided that, for the purpose of determining profits under The 
Excess Profits Tax Act, 1940, where a corporation or joint stock com- 
pany, that has sustained a loss in any taxation year, has included in 
the computation to determine its profits subject to the tax under 
The Excess Profits Tax Act, 1940, for that taxation year, an amount by 
way of reduction in a reserve against future depreciation in inven- 
tory values established pursuant to paragraph (0b) of subsection one 
of section six of the said Act, there shall be deducted, for the purposes 
of this paragraph, from the amount of the loss in that taxation year, 
an amount equal to the amount of the said reduction in the reserve.” 

(3) Subparagraph (iii) of paragraph (v) of subsection one of 
section five of the said Act is repealed and the following substituted 
therefor: — 

“(iii) one-half of the expenditures made 
(A) in connection with maintenance and repairs by a 
taxpayer carrying on business, or 
(B) on underground development by a taxpayer operat- 
ing a mine 
in a period of twelve months ending not later than the 
thirty-first day of December, 1950, to be fixed by the Gov- 
ernor in Council for the purposes of this paragraph;” 

(4) The Order of His Excellency the Governor General in Coun- 
cil of the seventeenth day of April, 1947 (P.C. 1502) shall be deemed 
not to have come into operation or to have been made. 

(5) Paragraph (w) of subsection one of section five of the said 
Act is repealed and the following substituted therefor:— 

“(w) Such amount as the Governor in Council may, by regula- 
tion, allow for amounts paid in respect of taxes imposed on 
the income, or any part thereof, by the Government of a 
Province by way of tax on income derived from mining opera- 
tions or income derived from logging operations.” 

(6) Paragraph (w) of subsection one of section five of the said 
Act, as enacted by subsection five of this section, is applicable to in- 
come of the nineteen hundred and forty-seven and subsequent taxa- 
tion years and to tax payable thereon but in the case of the nineteen 
hundred and forty-seven taxation year no amount may be deducted 
thereunder greater than that proportion of the total amount that 
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might be deducted in respect of the whole taxation year that the 
number of days in the said taxation year in the calendar year nine- 
teen hundred and forty-seven is of the number of days in the whole of 
the taxation year. 

(7) That part of subsection seven of section five of the said 
Act preceding paragraph (a) thereof is repealed and the following 
substituted therefor:— 

“(7) There may be deducted for the purpose of this Act from the 
income as hereinbefore defined of an insurance company other than a 
life insurance company, whether a mutual corporation or a joint stock 
company, any amount credited to a policyholder of the insurance com- 
pany by way of dividend, refund of premiums or refund of premium 
deposits and which amount is, during the taxation year, or within 
twelve months thereafter, either:” 

(8) Paragraphs (e) and (f) of subsection ten of section five of 
the said Act are repealed and the following substituted therefor:— 


“(e) ‘payment’ includes the issue of certificates evidencing in- 
debtedness or stock or shares of the taxpayer or of a corpora- 
tion that owns all the share capital (except directors’ qualifying 
shares) of the taxpayer, only if the taxpayer or that corpora- 
tion has, in the taxation year or within twelve months there- 
after disbursed an amount of money equal to the face value 
of the said certificates, stock or shares in redeeming or pur- 
chasing certificates evidencing indebtedness or stock or shares 
of the taxpayer or that corporation, previously issued; and 
‘member’ of a taxpayer means a person who is entitled as a 
member or shareholder to full voting rights in the conduct of 
the affairs of the taxpayer (being a corporation) or of a cor- 
poration that owns all the share capital (except directors’ 
qualifying shares) of the taxpayer.” 


5. (1) Paragraph (0) of subsection one of section six of the 

said Act is repealed and the following substituted therefor:— 

“(o) any corporation tax, as defined by regulation made by the 
Governor in Council, paid to the Government of a province 
or to a municipality.” 

(2) Subsection six of section six of the said Act is repealed. 


6. (1) That part of subsection two a of section eight preceding 
paragraph (a) is repealed and the following substituted therefor:— 

“(2a4) A company incorporated in Canada may deduct from the 
aggregate of the taxes payable under this Act and The Excess Profits 
Tax Act, 1940, an amount equal to the income tax and excess profits 
tax deemed to have been paid to the government of a country other 
than Canada on the income out of which dividends (other than divi- 
dends that are not liable to taxation by virtue of paragraph (7r) 
of section four of this Act) are paid to it by a subsidiary non-resident 
company (more than fifty per centum of the capital stock of which 
having full voting rights under all circumstances, are owned by it) 
calculated in accordance with the following rules:— 

(2) Subsection two B of section eight of the said Act is repealed 
and the following substituted therefor:— 

“(2B) Where a company resident in Canada owns all the shares 
(less directors’ qualifying shares) of a non-resident holding com- 
pany, the company resident in Canada may deduct from its taxes 
under this Act and The Excess Profits Tax Act, 1940, for any taxation 
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year, an amount equal to that proportion of the dividends received by 
the company resident in Canada from the non-resident holding com- 
pany in that taxation year that is the same as the proportion that the 
aggregate of the income tax and excess profits tax paid by the non- 
resident subsidiary companies of the holding company to the govern- 
ment of a country other than Canada in respect of income of the year 
preceding the year in which the dividends were received by the com- 
pany resident in Canada is of the total income of the said subsidiaries 
in that year unless that amount exceeds the amount of taxes that 
would have been payable under this Act and The Excess Profits Tax 
Act, 1940, on such dividends as income, in which case an amount equal 
to the amount that would have been so payable may be deducted in 
the place thereof. 

(2c) In subsection two pg of this section “non-resident holding 
company” means a non-resident company that in the taxation year 
in which the dividends are received by the company resident in Can- 
ada derived more than seventy-five per centum of its income from divi- 
dends received from subsidiary non-resident companies the majority 
of whose shares, having full voting rights under all circumstances, 
were owned by it. 

“(2p) For the purposes of subsections two a and two B of this 
section, the Minister may fix an amount that shall be deemed to be 
the income in any taxation year of a subsidiary company or a holding 
company therein mentioned and may determine the amount of the 
aggregate of the income and excess profits tax paid by the non-resident 
subsidiary companies therein mentioned. 


“(2E) A company entitled to make deductions from its taxes as pro- 
vided in subsection (2B) of this section shall not be entitled to make a 
deduction from its taxes under subsection (2A) of this section.” 


7. Subsection eleven of section nine B of the said Act is repealed 
and the following substituted therefor,— 


“(11) Where a non-resident company receives dividends from a 
resident subsidiary company all of whose shares (less directors’ qualify- 
ing shares) having full voting rights under all circumstances, are 
beneficially owned by the non-resident company and where, 

(a) not more than one-quarter of the gross income of the resident 
company is derived from interest and dividends other than 
interest and dividends received from any wholly-owned sub- 
sidiary company, and 

(b) in the case of a non-resident corporation incorporated since 
the first day of April, nineteen hundred and thirty-three, the 
Minister is satisfied that the non-resident company was not 
incorporated for the purpose of evading the tax imposed by 
subsection two of this section, 


no tax is payable in respect of the dividends under subsection two of 
this section but in addition to any other tax imposed by this Act there 
shall be imposed an income tax of five per centum on the said non- 
resident company in respect of the said dividends received on or after 
the thirtieth day of April, nineteen hundred and forty-seven, and the 
provisions of this section applicable in respect of taxes imposed under 
subsection two of this section with respect to dividends apply, mutatis 
mutandis, in respect of the tax imposed by this subsection.” 


8. Section seventeen of the said Act is repealed and the following 
substituted therefor:— 
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“47. Where a corporation redeems any of its shares at a prem- 
ium the amount of any such premium received on or after the thirty- 
first day of May, nineteen hundred and forty-seven, shall, for the pur- 
poses of this Act, be included in computing the income of the re- 
cipient of the taxation year in which the premium is received.” 


9. Section forty-eight of the said Act is amended by adding there- 

to the following subsection: — 

“(10) Notwithstanding anything contained in this section, where 

a corporation that has held forth the prospect that it will make allo- 
cations in proportion to patronage to its customers of a taxation year, 
as described in subsections eight, nine, ten and eleven of section five 
of this Act, and where the amount of its income of that year is esti- 
mated by it to be three thousand dollars or less, the corporation is not 
required to pay instalments in respect of its tax on its said income 
under subsection four of this section but shall pay the amount of its 
said tax as estimated by it at the time when it is required under section 
thirty-five of this Act to make a return of its income for such taxation 
year and if, after examination of the corporation’s return under section 
fifty-three of this Act, 

(a) it is established that the amount of the income of the corpora- 
tion is three thousand dollars or less but that the amount so 
paid is less than the tax payable by it, the corporation shall 
forthwith after notice of assessment is sent to it under section 
fifty-four of this Act pay the unpaid amount thereof together 
with interest thereon at four per centum per annum from the 
day on or before which it is required to make payment of its 
tax as estimated by it until one month after the date of mail- 
ing of the notice of assessment and thereafter at seven per 
centum per annum until the date of payment; or 

(bd) it is established that the amount of income of the corporation 
is more than three thousand dollars, the corporation shall, 
forthwith after notice of assessment is sent to it under section 
fifty-four of this Act, pay interest on the amount of its tax 
at four per centum per annum in respect of the period from 
the end of its taxation year to the day on or before which it is 
required to make payment of its tax as estimated by it and 
if the amount of the said payment is less than the tax pay- 
able by it shall forthwith after receiving the notice of assess- 
ment pay the unpaid amount thereof together with interest 
thereon at four per centum per annum from the time when 
it made payment of its tax as estimated by it until one month 
after the date of mailing of the notice of assessment and 
thereafter at seven per centum per annum until the date of 
payment.” 


10. Section seventy-five of the said Act is amended by adding 
thereto the following subsection: — 
“(3) The Governor in Council may make regulations not incon- 
sistent with this Act 
(a) prescribing the evidence required to establish facts relevant 
to assessments under this Act, and 


(b) requiring any class of persons to make information returns 
respecting any class of information required in connection with 
assessments under this Act, and any return required by regu- 
lation under this section shall be deemed to be a return re- 
quired by section thirty-nine of this Act.” 
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11. (1) Subsection eight of section ninety-two of the said Act 
is repealed and the following substituted therefor: — 

“(8) Where any person on whose behalf money has been paid to 
the Receiver General of Canada under this section was not liable 
to pay any tax under this Act or where moneys paid to the Receiver 
General of Canada under this section on behalf of any person are in 
excess of the tax that such person was liable to pay under this Act, 
the Minister may, at or prior to the issue of the notice of assessment, 
without application therefor, or on application in writing therefor 
by the taxpayer within two years from the end of the calendar year 
in which payment was made or within twelve months from the date 
at which notice of assessment was issued, whichever is later, refund 
to the said person the amount so paid or such part thereof as in his 
opinion such person was not liable to pay.” 

(2) Where a payment on behalf of any person has been made to 
the Receiver General of Canada under section ninety-two of the said 
Act on or before the thirty-first day of December, nineteen hundred 
and forty-five, the Minister may, upon an application made on or before 
the thirty-first day of December, nineteen hundred and forty-eight, if 
that person was not liable to pay tax under this Act or the payment 
was in excess of the tax that the person was liable to pay under this 
Act, refund to that person the amount so paid or such part thereof 
as, in his opinion, such person was not liable to pay. 


12. (1) Paragraph (0b) of subsection one of section ninety-four 
of the said Act is repealed and the following substituted therefor:— 


“(b) ‘private company’ means a company, the number of whose 
shareholders has not, at any time since the twenty-ninth day of 
April, nineteen hundred and forty-one, been more than seventy- 
five, not including persons who are in the employment of the 
company, or who, having been formerly in the employment 
of the company were while in that employment and have con- 
tinued after the termination of that employment to be share- 
holders of the company, two or more persons holding one or 
more shares jointly being counted as a single shareholder for 
the purposes of this paragraph; and” 
(2) That part of paragraph (c) of subsection one of section ninety- 
four of the said Act following subparagraph (viii) is repealed and 
the following substituted therefor:— 


“and includes an amount received, after the end of the specified 
period and before an election by the company under this Part, 
by way of dividend from a company that has elected and paid 
the tax, if any, payable under this Part, if the dividend would 
not have been taxable under any other part of this Act if paid 
to an individual by reason of section ninety-five in this Part, 
and excludes an amount equal to dividends paid by the com- 
pany after the end of the specified period that were not tax- 
able as income of the shareholders by reason of being paid 
out of undistributed income of a family corporation.” 


(3) Section ninety-four of the said Act is further amended by 
adding thereto the following subsections: — 


“(3) Notwithstanding anything contained in paragraph (c) of 
subsection one of this section, the undistributed income of a life in- 
surance company on hand at the end of a specified fiscal period means 
the amount that is at the credit of shareholders’ account at the end 
of such fiscal period. 
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“(4) Where a company has elected to pay and has paid tax under 
this Part in respect of the amount specified in paragraph (0b) of sub- 
section one of section ninety-six of this Act, the said amount shall be 
deemed, for the purposes of section ninety-five of this Act, to be un- 
distributed income of the company. 

“(5) Where a private company pursuant to the winding-up of an- 
other company received property in any form in respect of which it 
was not subject to tax under this Act but in respect of which it would 
have been subject to tax if section nineteen of this Act had been in 
force at the time it received the property, the private company may, 
at its option, include in its undistributed income for the purposes of 
this Part the lesser of 


(a) an amount equal to the amount in respect of which it would 
have been so subject to tax, or 

(b) an amount equal to the amount by which the value of all 
property in any form received by it pursuant to the winding- 
up exceeded the value of the consideration given by the 
private company for the shares of the other company in re- 
spect of which the said property was received by it.” 


13. (1) Subsection one of section ninety-six of the said Act is 
repealed and the following substituted therefor:— 

“96. (1) A private company may elect in such manner as may be 
prescribed by regulations, on or before the thirty-first day of December, 
nineteen hundred and forty-seven, to be assessed and pay a tax, com- 
puted in the manner set out in subsection two of this section. 

(a) in the case of a company that had a fiscal period ending be- 
fore the first day of January, nineteen hundred and forty, 
on an amount equal to its undistributed income on hand at 
the end of its nineteen hundred and thirty-nine fiscal period, 
or its undistributed income on hand at the end of the fiscal 
period that terminates nearest the time when it so elects 
whichever is less, and 
in the case of any other company, on an amount equal to the 
amount received by it before the date of election by way of 
dividends from a private company that has elected and paid 
tne tax, if any, payable under this Part, which dividends would 
not, if payable to an individual, have been taxable under any 
other Part of this Act by reason of section ninety-five in 
this Part.” 


(2) That part of subsection two of section ninety-six of the said 
Act following the table therein set out, is repealed and the following 
substituted therefor:— 


“to the respective portions of the amount on which the tax is pay- 
able to which the various persons who held shares in the company on 
the thirty-first day of December, nineteen hundred and forty-four, or 
in the case of a company incorporated after that day, on the last day 
of the first fiscal period of the company, would have been entitled 
if the said amount had been distributed by way of a dividend on 
the said day, as the case may be, but excluding any portion that if so 
distributed would have been payable on shares held 


(a) on the said day, as the case may be, by a person (other than 
a personal corporation, trustee or other like person acting in 
a fiduciary capacity) who would not have been taxable under 
this Act in respect of dividends or 


226 





TAX DEPARTMENT 


(b) on the day that the company elected to pay tax under this 
section, by another private company.” 


14. The said Act is further amended by adding thereto the follow- 
ing section as section ninety-seven:— 


“97. (1) In addition to any other tax imposed by this Act and 
notwithstanding section ninety-five thereof, and income tax at the rates 
fixed in this section is imposed on an individual resident in Canada 
and on any person not resident in Canada, in respect of dividends 
received by him from a private company that has elected to pay and 
paid tax under this Part that would not have been taxable under any 
other Part of this Act by reason of the said section ninety-five, where 
such dividends are received by him on shares that were held 

(a) on the thirty-first day of December, nineteen hundred and 
forty-four, or in the case of a company incorporated after that 
day, on the last day of the first fiscal period of the company, 
by a person (other than a personal corporation, trustee, or 
other like person acting in a fiduciary capacity) who would 
not have been taxable under this Act in respect of dividends, 
or 

(0) on the day that the company so elected, by another private 
company. 

(2) The tax imposed by subsection one of this section shall be 

payable at the following rates:— 

(a) where the shares were acquired by the individual or person 
before the first day of January, nineteen hundred and forty- 
seven—at a rate of fifteen per centum, and 

(0) where the shares were acquired by the individual or person 
on or after the first day of January, nineteen hundred and 
forty-seven—at the rate that the private company would have 
paid tax on the respective portion of the undistributed income 
mentioned in subsection one if an individual had held the 
shares on the said thirty-first day of December or the said last 
day of the first fiscal period of the corporation or the said date 
of election, as the case may be. 


(3) A company paying any dividends in respect of which a tax 
is imposed by this section shall withhold the amount of the tax from 
the dividends and shall forthwith remit the amount thereof to the 
Receiver General of Canada. 

(4) The tax imposed by this section is payable, except in respect 
of dividends received before the first day of July, nineteen hundred 
and forty-seven, forthwith on payment of the dividends in respect of 
which it is payable and, in the case of dividends received before that 
day, is payable forthwith after that day.” 


15. (1) Paragraph A of the First Schedule to the said Act shall 
be deemed to have been repealed on the first day of January, nineteen 
hundred and forty-seven, and the following to have been substituted 
therefor :— 


“A. RATES OF TAX APPLICABLE TO INCOME OF PERSONS, OTHER THAN 
CORPORATIONS OR JOINT STOCK COMPANIES UNDEB SURSECTION ONR 
OF SECTION NINE.” 
On the first $100 of the income or any portion thereof, 16 per centum 
per annum; or 


OcToBeER, 1947 227 


Tax in 
respect of 
dividends 
from a 
private 
company, 
etc. 


Paragraph A 
of First 
Schedule. 











THE CANADIAN CHARTERED ACCOUNTANT 





$16 upon the income of $100; and 17 per centum upon the amount 
by which the income exceeds $100 and does not exceed $200; or 


$33 upon the income of $200; and 18 per centum upon the amount 
by which the income exceeds $200 and does not exceed $250; or 


$42 upon the income of $250; and 194 per centum upon the amount by 
which the income exceeds $250 and does not exceed $300; or 


$51.75 upon the income of $300; and 204 per centum upon the amount 
by which the income exceeds $300 and does not exceed $400; or 


$72.25 upon the income of $400; and 214 per centum upon the amount 
by which the income exceeds $400 and does not exceed $500; or 


$93.75 upon the income of $500; and 223 per centum upon the amount 
by which the income exceeds $500 and does not exceed $1,000; 
or 

$206.25 upon the income of $1,000; and 24 per centum upon the amount 
by which the income exceeds $1,000 and does not exceed 
$2,500; or 

$566.25 upon the income of $2,500; and 253 per centum upon the 
amount by which the income exceeds $2,500 and does not ex- 
ceed $3,500; or 

$821.25 upon the income of $3,500; and 264 per centum upon the 
amount by which the income exceeds $3,500 and does not ex- 
ceed $4,500; or 

$1,086.25 upon the income of $4,500; and 28 per centum upon the 
amount by which the income exceeds $4,500 and does not ex- 
ceed $5,000; or 

$1,226.25 upon the income of $5,000; and 30 per centum upon the 
amount by which the income exceeds $5,000 and does not 
exceed $6,500; or 

$1,676.25 upon the income of $6,500; and 34 per centum upon the 
amount by which the income exceeds $6,500 and does not 
exceed $8,500; or 

$2,356.25 upon the income of $8,500; and 384 per centum upon the 
amount by which the income exceeds $8,500 and does not 
exceed $10,500; or 

$3,126.25 upon the income of $10,500; and 404 per centum upon the 
amount by which the income exceeds $10,500 and does not 
exceed $11,500; or 

$3,531.25 upon the income of $11,500; and 43 per centum upon the 
amount by which the income exceeds $11,500 and does not 
exceed $13,000; or 

$4,176.25 upon the income of $13,000; and 45 per centum upon the 
amount by which the income exceeds $13,000 and does not 
exceed $14,000; or 

$4,626.25 upon the income of $14,000; and 474 per centum upon the 
amount by which the income exceeds $14,000 and does not 
exceed $17,000; or 

$6,051.25 upon the income of $17,000; and 50 per centum upon the 
amount by which the income exceeds $17,000 and does not 
exceed $18,000; or 

$6,551.25 upon the income of $18,000; and 524. per centum upon the 
amount by which the income exceeds $18,000 and does not 
exceed $25,000; or 

$10,226.25 upon the: income of $25,000; and 55 per centum upon the 
amount by which the income exceeds $25,000 and does not 
exceed $30,000; or 

$12,976.25 upon the income of $30,000; and 574 per centum upon the 
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amount by which the income exceeds $30,000 and does not 
exceed $50,000; or 

$24,476.25 upon the income of $50,000; and 624 per centum upon the 
amount by which the income exceeds $50,000 and does not 
exceed $70,000; or 

$36,976.25 upon the income of $70,000; and 65 per centum upon the 
amount by which the income exceeds $70,000 and does not 
exceed $75,000; or 

$40,226.25 upon the income of $75,000; and 674 per centum upon the 
amount by which the income exceeds $75,000 and does not 
exceed $100,000; or 

$57,101.25 upon the income of $100,000; and 724 per centum upon the 
amount by which the income exceeds $100,000 and does not 
exceed $150,000; or 

$93,351.25 upon the income of $150,000; and 774 per centum upon the 
amount by which the income exceeds $150,000 and does not 
exceed $250,000; or 

$170,851.25 upon the income of $250,000; and 824 per centum upon the 
amount by which the income exceeds $250,000. 


(2) Paragraph A of the First Schedule to the said Act, as enacted 
by subsection one of this section, shall be deemed to be repealed on 
the first day of January, nineteen hundred and forty-eight, and the 
following shall be substituted therefor on and after that date:— 

“A. Rates or TAX APPLICABLE TO INCOME OF PERSONS, OTHER THAN 

CORPORATIONS OR JOINT STOCK COMPANIES UNDER SUBSECTION ONE OF 

SECTION NINE.” 

On the first $100 of the income or any portion thereof, 10 per centum 
per annum; or 

$10 upon the income of $100; and 12 per centum upon the amount by 
which the income exceeds $100 and does not exceed $200; or 

$22 upon the income of $200; and 14 per centum upon the amount by 
which the income exceeds $200 and does not exceed $300; or 

$36 upon the income of $300; and 16 per centum upon the amount by 
which the income exceeds $300 and does not exceed $400; or 

$52 upon the income of $400; and 18 per centum upon the amount by 
which the income exceeds $400 and does-not exceed $500; or 

$70 upon the income of $500; and 20 per centum upon the amount by 
which the income exceeds $500 and does not exceed $3,500; or 

$670 upon the income of $3,500; and 22 per centum upon the amount by 
which the income exceeds $3,500 and does not exceed $5,000; or 

$1,000 upon the income of $5,000; and 26 per centum upon the amount 
by which the income exceeds $5,000 and does not exceed 
$6,500; or 

$1,390 upon the income of $6,500; and 30 per centum upon the amount 
by which the income exceeds $6,500 and does not exceed $8,500; 


or 

$1,990 upon the income of $8,500; and 35 per centum upon the amount 
by which the income exceeds $8,500 and does not exceed 
$11,500; or 

$3,040 upon the income of $11,500; and 40 per centum upon the amount 
by which the income exceeds $11,500 and does not exceed 
$14,000; or 

$4,040 upon the income of $14,000; and 45 per centum upon the amount 
by which the income exceeds $14,000 and does not exceed 
$17,000; or 

$5,390 upon the income of $17,000; and 50 per centum upon the amount 
by which the income exceeds $17,000 and does not exceed 
$25,000; or 
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$9,390 upon the income of $25,000; and 55 per centum upon the amount 

by which the income exceeds $25,000 and does not exceed 

$50,000; or 

upon the income of $50,000; and 60 per centum upon the 

amount by which the income exceeds $50,000 and does not 

exceed $75,000; or 

upon the income of $75,000; and 65 per centum upon 

amount by which the income exceeds $75,000 and does 

exceed $100,000; or 

$54,390 upon the income of $100,000; and 70 per centum upon 
amount by which the income exceeds $100,000 and does 
exceed $150,000; or 

$89,390 upon the income of $150,000; and 75 per centum upon 
amount by which the income exceeds $150,000 and does 
exceed $250,000; or 

$164,390 upon the income of $250,000; and 80 per centum upon 
amount by which the income exceeds $250,000. 


$23,140 


the 
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not 
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16. (1) A corporation whose principal business is the production, 
refining or marketing of petroleum or petroleum products is entitled 
to deduct from income, as defined in the Income War Taz Act, of the 
year of expenditure, an amount equal to the aggregate of the drilling 
and exploration costs, including all general geological and geophysical 
expenses incurred by it directly or indirectly on oil wells spudded in 
or the deepening of which commenced in nineteen hundred and forty- 
eight and which wells are abandoned within six months after the com- 
pletion of the drilling. 


(2) A corporation, association, syndicate or exploration partner- 


ship formed for the purpose of exploring and drilling for oil is en- 
titled to deduct from its income, as defined in the said Act, of the 
year of expenditure or, if the deduction permitted under this sub- 
section exceeds the income of the year of expenditure, from income of 
subsequent years, an amount equal to the exploration and drilling 
expenses incurred by it during the year nineteen hundred and forty- 
eight. 


(3) A corporation, association, syndicate or exploration partner- 
ship formed for the purpose of exploring and drilling for natural gas 
is entitled to deduct from income, as defined in the said Act, of the 
year of expenditure, exploration and drilling expenses incurred by it 
during the year nineteen hundred and forty-eight. 


(4) A corporation whose chief business is that of mining or ex- 
ploring for minerals is entitled to deduct from income, as defined in 
the said Act, of the year of expenditure, an amount equal to all pros- 
pecting, exploration and development expenses incurred by it in search- 
ing for minerals during the year nineteen hundred and forty-eight if 
the corporation files certified statements of such expenditures and 
satisfies the Minister that it has been actively engaged in prospecting 
and exploring for minerals by means of qualified persons and has in- 
curred the expenditure for such purposes. 


(5) A corporation, association, syndicate or exploration partner- 
ship whose principal business is production, refining or marketing 
of petroleum or drilling for petroleum, may, with the consent of the 
Governor in Council, upon the recommendation of the Minister of 
Mines and Resources, 

(a) deduct from income, as defined in the said Act, of the year 

of expenditure, all expenditures, and 
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(b) deduct from the aggregate of the taxes under the said Act and 
The Excess Profits Taz Act, 1940, payable by it in respect of 
year of expenditure, thirty per centum of all expenditures, 

other than geological or geophysical expenditures, made in connection 

with 

(c) the testing of a significant geological structure by a deep 

test oil well that was spudded in during nineteen hundred and 
forty-eight and that proved unproductive or 

(d) the testing of a significant stratigraphic trap by a group of 

test wells that were spudded in between the first day of Jan- 
uary, nineteen hundred and forty-seven and the thirty-first day 
of December, nineteen hundred and forty-eight, inclusive, and 
drilled to an aggregate depth of twenty-five thousand feet and 
all of which wells proved unproductive 

if, in the opinion of the Governor in Council, 

(e) drilling the deep test well or group of test wells was desirable 

in order to extend the petroleum resources of Canada, and 

(7) if the taxpayer could not reasonably be expected to drill the 

deep test well or group of test wells unless permitted to de- 
duct the amount of the expenditures from income and from 
tax as provided in this subsection. 

(6) Where a corporation, association, syndicate or exploration 
partnership whose principal business is production, refining or market- 
ing of petroleum or exploration or drilling for petroleum is a share- 
holder or partner in or member of another corporation, association, 
syndicate or exploration partnership, whose principal business is pro- 
duction, refining or marketing of petroleum or exploration or drilling 
for petroleum, and has paid money thereto, either by way of subscrip- 
tion of capital or otherwise that is expended as described by subsection 
five of this section the Minister may direct that it shall to the extent 
of that payment be deemed for the purposes of subsection five of this 
section to have itself made the expenditure and in any such case no 
deduction may be made by reason of subsection five of this section 
by the corporation, association, syndicate or exploration partnership 
that made the expenditure. 

(7) Where a corporation has incurred expenditures the deduction 
of which from income is authorized under both subsections one and 
five of this section it shall not be entitled to make a deduction under 
both subsections but is entitled to elect to deduct the expenditures 
under either subsection. 


17. (1) Subsection eight of section four of this Act is applicable 
to income of the nineteen hundred and forty-six and subsequent years 
and to tax payable on income of the said year. 

(2) The following provisions of this Act are applicable to income 
of the nineteen forty-seven taxation year and subsequent taxation 
years and to tax payable on income of the said years, namely:— 

(a) section one 

(b) subsection two of section two 

(c) subsections one and seven of section four 

(d) section five, including any regulations made pursuant thereto, 

(e) section six, and 

(f) section nine 

(3) Subsection two of section four of this Act shall be deemed to 
have come into force so that the provisions thereby enacted have been 
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and are effective in respect of the nineteen hundred and forty-one and 
subsequent taxation years. 

(4) Sections twelve and thirteen of this Act and subsections one 
and two of section ninety-seven of the Income War Taz Act, as enacted 
by section fourteen of this Act, shall be deemed to have come into force 
and been effective on and after the eighteenth day of December, nine- 
teen hundred and forty-five. 

(5) Subsections three and four of section ninety-seven of the 
Income War Taz Act, as enacted by section fourteen of this Act, shall 
come into force on the day of assent to this Act. 


1947 AMENDMENTS 
THE EXCESS PROFITS TAX ACT, 1940 
11 GEORGE VI, 1947 


CHAPTER 32 


An Act to amend The Excess Profits Tax Act, 1940 
(assented to 27th June 1947) 


IS MAJESTY, by and with the advice and consent of the Senate 
and House of Commons of Canada, enacts as follows:— 


1. (1) Subsection four of section five of The Excess Profits Taz 
Act, 1940, chapter thirty-two of the statutes of 1940, is repealed and 


the following substituted therefor:— 

“(4) Where, in the opinion of the Minister, a taxpayer’s profits 
in a fiscal period ending in the year nineteen hundred and forty or a 
subsequent year are derived from the carrying on of a business sub- 
stantially different from the class of business carried on by the tax- 
payer in either 

(i) the standard period, or 

(ii) any fiscal period thereafter preceding the year under 

consideration, 

the Minister may direct that the taxpayer’s standard profits be as- 
certained by the Board of Referees; and the Board shall thereupon 
ascertain the standard profits in accordance with subsection two or 
three of this section as if the taxpayer was not carrying on business 
prior to the commencement of the first fiscal period ending in the year 
nineteen hundred and forty or the first subsequent year throughout 
which the different business was carried on.” 

(2) Section five of the said Act is further amended by adding 
thereto the following subsections:— 

“(6) Notwithstanding the provisions of this section other than 
subsection nine, a taxpayer who has not before the first day of Sep- 
tember, nineteen hundred and forty-seven, filed a return or otherwise 
made application to the Minister claiming that he is entitled to com- 
pute his standard profits for the purposes of this Act in the manner 
provided in subsection one of this section, is not entitled on or after 
that date so to compute his standard profits for the purpose of filing 
any return under this Act or or for the purpose of amending any such 
return previously filed in which his standard profits were not so 
computed. 
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“(7) Notwithstanding the provisions of this section other than 
subsection nine the Minister is not required to direct that the standard 
profits of a taxpayer be ascertained by the Board except pursuant to 
an application made under this section before the first day of Sep- 
tember, nineteen hundred and forty-seven. 

“(8) An application by a taxpayer under this section shall be 
made in such form and contain such information as may be prescribed 
by the Minister and the Minister may reject an application that is not 
made in such form or that does not contain such information. 

“(9) Where a taxpayer is liable to pay tax under this Act in 
respect of profits of a taxation year at the rate applicable to profits in 
excess of his standard profits as determined under the provisions of 
this Act other than this section, and where the taxpayer has not been 
liable to pay tax under this Act in respect of profits of any previous 
taxation year at the said rate if the taxpayer has given notice to the 
Minister before the first day of September, nineteen hundred and forty- 
seven, of his intention so to do, the taxpayer may, notwithstanding 
anything contained in subsections six and seven of this section, com- 
pute his standard profits in the manner provided in subsection one 
of this section which shall apply in respect of the said computation 
or may make application for the determination of his standard profits 
by the Board under this section and subsection seven of this section 
shall not apply in respect of such application.” 


2. (1) The second proviso to paragraph (0) of subsection one 
of section six of the said Act is repealed and the following substituted 
therefor:— 

“Provided further that the amount of any reduction in such re- 
serve shall, for purposes of taxation under this Act, be included 
in computing the profits of the taxpayer of the year in which the 
reduction takes place and any portion of the reserve remaining at 
the end of the first fiscal period of the taxpayer ending after the 
thirtieth day of June, nineteen hundred and forty-eight, shall 
be included in computing the profits of the taxpayer earned dur- 
ing the calendar year nineteen hundred and forty-seven.” 

(2) Section six of the said Act is further amended by adding 

thereto the following subsections:— 

“(2) Notwithstanding anything contained in this Act, a taxpayer 
whose nineteen hundred and forty-eight taxation year ends on or 
before the thirtieth day of June, nineteen hundred and forty-eight, 
shall not include the amount of any reduction in the reserve mentioned 
in this section in computing his profits of the nineteen hundred and 
forty-eight taxation year but the amount of such reduction shall be 
added to the portion of his profits of the said taxation year in respect 
of which he is liable to pay tax under this Act. 

“(3) Notwithstanding anything contained in this Act, a taxpayer 
whose ninteen hundred and forty-eight taxation year ends after the 
thirtieth day of June, nineteen hundred and forty-eight, shall not 
include the amount of any reduction in the reserve mentioned in this 
section in computing the profits of his nineteen hundred and forty-eight 
taxation year but the amount of any such reduction shall be added to 
the profits of his nineteen hundred and forty-eight taxation year in 
respect of which he is not liable to pay tax under this Act. 

“(4) Where the remaining portion of the reserve referred to in 
paragraph (b) of subsection one of this section is to be included in 
computing the profits of a taxpayer earned during the calendar year 
nineteen hundred and forty-seven, and where the nineteen hundred and 
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forty-seven taxation year of the taxpayer ends otherwise than at the 
end of the said calendar year, 


(a) that proportion of the amount of the said remaining portion 
that the number of days of the nineteen hundred and forty- 
seven taxation year of the taxpayer in the calendar year 
nineteen hundred and forty-seven is of three hundred and 
sixty-five shall be added to the profits of the taxpayer of the 
ninteen hundred and forty-seven taxation year on which he 
pays taxes at the rate of tax that came into force under this 
Act on the first day of January, ninteen hundred and forty- 
seven, and 

(b) the remainder of the amount of the said remaining portion 
shall be added to the profits of the nineteen hundred and forty- 
eight taxation year of the taxpayer on which he is liable to 
pay tax under this Act. 


“(5) For the purposes of subsection two, three or four of this 
section, a loss sustained in a taxation year therein mentioned shall 
be apportioned in a like manner to that in which profits of the year 
are required to be apportioned for the purpose of determining the 
liability of the taxpayer to taxes under this Act and the portion of 
the loss apportioned to any part of the year shall be deducted from 
the amount, if any, that would otherwise be added to profits ap- 
portioned to that part of the year and the remainder, if any, shall 
be deemed to be profits earned in that part of the year.” 


3. Section eighteen of the said Act is amended by adding thereto 
the following subsection:— 

“(6) The Governor in Council may, on the recommendation of 
the Minister, make regulations providing for the repayment of any 


amount to be refunded to a taxpayer under this section before the 
time specified for such repayment in subsection two of this section 


(a) to the legal representative of a taxpayer who carried on busi- 
ness alone and who has died, 


(b) to the legal representative of a taxpayer who carried on busi- 
ness in partnership and who has died, of that portion of the 
amount refundable to the partnership to which the taxpayer 
would be entitled if the whole amount were paid to the part- 
nership, and 


to the trustees or liquidators.of a corporation in respect of 
which a receiving order in bankruptcy or a winding-up order 
(other than such an order made pursuant to a resolution of 
the shareholders) has been made.” 


4. No tax shall be assessed, levied or collected under The Ez- 
cess Profits Tax Act, 1940 on profits earned on and after the first day 
of January, nineteen hundred and forty-eight, and in the case of a 
taxpayer whose nineteen hundred and forty-eight taxation year begins 
before that date and ends after that date, tax shall be imposed under 
the said Act only on that proportion of his profits of the said taxation 
year that the number of days of the said taxation year in the year 
nineteen hundred and forty-seven is of the total number of days of the 
said taxation year. 
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EXTENSION OF PERIOD FOR COMPLETION OF 
PROJECTS ELIGIBLE FOR DOUBLE DEPRECIATION 


The text of Order-in-Council P.C. 2804, dated 18th July 1947 is 


as follows: 
P.C. 2804 


AT THE GOVERNMENT HOUSE AT OTTAWA 
FRIDAY, the 18th day of July, 1947. 
PRESENT: 
HIs EXCELLENCY THE GOVERNOR GENERAL IN COUNCIL 


WHEREAS by Order in Council P.C. 8640 of November 10, 1944, 
as amended by Order in Cuncil P.C. 1449 of April 16, 1946, the period 
to be fixed by the Governor in Council for the purposes of sub- 
paragraph (ii) of paragraph (n) of subsection one of section six of the 
Income War Tax Act was fixed as being that commencing November 
Tenth, Nineteen Hundred and Forty-Four, and ending March Thirty- 
First, Nineteen Hundred and Forty-Hight; 

AND WHEREAS having regard to the existing policy of giving pri- 
ority to housing and in view of the continued short supply of various 
types of equipment and building materials it is desirable that the 
period during which the plant or equipment referred to in the said 
provision of the Income War Tax Act is to be built or acquired should 
be extended; 

THEREFORE, His Excellency the Governor General in Council, on 
the recommendation of the Minister of Finance, the Minister of Re- 
construction and Supply and the Minister of National Revenue, is 
pleased to amend the said Order in Council P.C. 8640, and it is here- 
by further amended by revoking Section 1 and substituting the fol- 
lowing therefore: . 


1. The period commencing on November Tenth, Nineteen Hundred 
and Forty-Four and ending on March Thirty-First, Nineteen 
Hundred and Forty-Nine, is hereby fixed as the period men- 
tioned in sub-paragraph (ii) of paragraph (n) of subsection 
one of section six of the Income War Tax Act. 


INCOME TAX DIRECTIVE NUMBER 70 


Issued by the Deputy Minister (Taxation) 
Department of National Revenue 
16th August 1947 


ASSESSMENTS — DEPLETION — BASE AND PREC- 
IOUS METAL MINES, ASBESTOS MINES, OIL AND 
GAS WELLS, COAL MINES 


In accordance with the provisions of paragraph (a) of subsection 
(1) of Section 5 of the Income War Tax Act, Order in Council P.C. 
1046 was duly passed March 25th, 1947, reading as follows: 

“His Excellency the Governor General in Council, on the 
recommendation of the Minister of National Revenue and pur- 
suant to the provisions of paragraph (a) of subsection (1) of 
Section 5 of the Income War Tax Act, is pleased to make the fol- 
lowing regulations for the depletion of base and precious metal 
mines, asbestos mines, oil and gas wells and coal mines, and they 
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are hereby made and established for 1947 and subsequent years, 
except as otherwise stated: 


Base and Precious Metal Mines 

The depletion allowance in the case of base and precious metal 
mines shall be 33 1/3% of the net profits from the production 
and sale of base and precious metals, provided that in the case of 
those mines where the value of the output is to the extent of 70% 
or more from gold, the rate of depletion will be 40% of the net 
profits from the production and sale of base and precious metals on 
and after January 1, 1947. 

In the case of any mine, the value of output from which is 
to the extent of 70% or more from gold and the depletion allow- 
ance as calculated on a percentage of net profits amounts to less 
than $4.00 per ounce in respect of gold produced in fiscal periods 
ending after June 30, 1946, the amount of $4.00 per ounce in re- 
spect of such production will be allowed in lieu of the amount as 
calculated on the percentage basis. Such allowance will be recog- 
nized as an expense for all purposes of the Income War Tax Act. 


Asbestos Mines 

The depletion allowance in the case of asbestos mines shall 
be 33 1/3% of the net profits from the production and sale of 
asbestos. 


Oil and Gas Wells 

The depletion allowance in respect of oil wells located west 
of the Province of Ontario shall be 33 1/3% of the net profits from 
the production and sale of oil. 


The depletion allowance in respect of oil and gas wells located 
East of the Province of Manitoba and of gas wells located West 
of the Province of Ontario shall be 25% of the net profits from the 
production and sale of oil and gas. 


Coal Mines 
The general rate of depletion in the case of coal mines shall 
be 10 cents per ton. 


General 

All of the above allowances will be granted during the con- 
tinuance of production regardless of the cost of the property on 
which the mine or well is situated.” 
Features which should be especially noted are as follows: 
The $4.00 per ounce depletion allowance applies to the entire pro 
duction of fiscal periods ending after June 30th, 1946, and not 
only to production after such date. 


(2) Where depletion is taken at $4.00 an ounce and a loss results, such 


loss can be carried back one year or forward three years as pro- 
vided by Section 5(1) (p). 


(3) Losses incurred in periods which are exempt from tax under the 


provisions of Section 89 or Section 4(x) of the Income War Tax 
Act shall be carried back one year or forward three years as pro- 
vided by Section 5(1)(p). ° 





PROVINCIAL NEWS 


Provincial News 


QUEBEC CITY COMMITTEE 
Reported by Roger H. Stanton, C.A. 

The annual meeting of the Quebec City Committee of 
the Provincial Institute recently elected the following offi- 
cers and directors for the fiscal year 1947-48 :— 

President: J. F. O’Neill. 

Vice-President: Lionel Roussin. 

Sec.-Treasurer: Roger H. Stanton. 

Past President: Réal Rondeau. 

Directors: Mare Angers, Jean-Paul Bolduc, Maurice God- 
bout, Paul Turgeon. 

Mr. A. Emile Beauvais, President of the Quebec Institute, 
is therefore, a member of the Council. 

The immediate Past President, Mr. Rondeau, made a brief 
review of the year’s activities. He congratulated Mr. Beau- 
vais on his election to the presidency of the Institute and 
said that the Quebec Committee took special pride in the 
honor bestowed on one of its members. 

The financial statements were submitted and approved. 
Mr. Benoit Slyvain, C.A. was named auditor for the fol- 
lowing year. 

The meeting terminated by a dinner held in the main 
dining room of the Manor St-Castin, at Lake Beauport. 

During the course of August last, the Council of the 
Quebec Institute held its regular summer meeting in Que- 
bec City, and members of the Council were, for the occa- 
sion, the guests of the Committee at a reception held at the 
Royal Quebec Golf Club at Boischatel. 

Speakers at the luncheon were Mr. C. F. Elderkin rep- 
resenting the Dominion Association, Mr. A. E. Beauvais, 
President of the Quebec Institute and Mr. Henry, member 
of the Australian Institute who was a special guest of the 
Committee. 

Mr. O’Neill welcomed the visitors and introduced the 
speakers. He mentioned that this annual event proved to 
be more popular every year and he was sure that every one 
present hoped that it would be held for many years to come. 

Mr. Beauvais in his remarks mentioned that the Insti- 
tute was grateful to Laval University and l’Ecole de Com- 
merce for the co-operation and goodwill displayed in the 
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training of our students. He added that the closing of the 
profession would no doubt prove to be a step in the right 
direction, and urged all members, young and old, to do 
their utmost to maintain the fine traditions of our pro- 
fession. 

A golf tournament held in the afternoon was won by 
Mr. Raymond Fortier who becomes the proud owner of the 
cup for 1947-48. 

The Quebec City Committee was particularly pleased to 
receive as a guest Mrs. Ethel Dixon, assistant-secretary of 
the Quebec Institute. 


Personals 


Murray Grossman, Chartered Accountant announces the 
removal of his office to 372 Queen Street West, Room lI, 
Toronto, Ontario. 

Clifford J. Tinkham, C.A., announces the opening of an 
office for the practice of his profession at 1102 Federal 


Building, 85 Richmond Street West, Toronto. 

S. G. Richardson & Company, Chartered Accountants, 
announce that hereafter they will carry on the practice of 
their profession under the name of Richardson, Elwell, 
Parish & Co., Canadian Bank of Commerce Chambers, 
Hamilton, Ontario. 

Guy Martin, Chartered Accountant, announces the open- 
ing of an office for the practice of his profession at 1037 
Notre Dame Street, Lachine, Quebec. 





OBITUARIES 


Obituaries 
The Late Arthur M. Kiely 

The Institute of Chartered Accountants of Manitoba re- 
grets to announce the death, on the 11th September, 1947, 
of Mr. Arthur M. Kiely. Mr. Kiely was born in Winnipeg 
on the 5th March, 1905 and attended Provencher School in 
the city of St. Boniface. For some time he was employed 
with the Bank of Nova Scotia and in 1928 entered into 
articles as a student-in-accounts with Hare, Burch & Com- 
pany. In 1931 he transferred to G. S. Laing & Company 
and was admitted to membership in the Institute in 1935. 
For the past six years Mr. Kiely was a member of the audit 
staff of the Provincial Government. 

To his widow and two sons the Institute extends its sin- 
cerest sympathy. 


The late Frederick W. Sharp 
The Institute of Chartered Accountants of Quebec 
reports with deep regret the death of Frederick W. Sharp 
after a long illness, in his eightieth year. 
Mr. Sharp was born in London, England, and came to 
Canada as a youth. He entered the employ of P. S. Ross 


& Sons in Montreal and after qualifying as a chartered 
accountant in 1902 formed the present firm of Sharp, Milne 
& Co., of which he was senior partner up to the time of his 
death. Mr. Sharp served on the Council of the Quebec 
Institute from 1908 to 1922 and from 1927 to 1929; he 
was President of the Institute from 1917 to 1919 and was 
named a fellow of the Dominion Association of Chartered 
Accountants in 1908. 

Interested in church and philanthropic work, Mr. Sharp 
was a life-long member of the United Church and served 
as treasurer of the church from 1921 to 1940. He was a 
member of the board of the United Theological College 
from 1929 to the present date and was keenly interested 
in the Y.M.C.A., having served on the Board and as a mem- 
ber of the Metropolitan Advisory Board of the Y.M.C.A. 
Mr. Sharp was not only a prominent member of the profes- 
sion, known and respected for his integrity and ability, 
but gave liberally of his time and talents to Church work 
and public spirited enterprises. His two sons, W. O. Sharp 
and G. A. Sharp are members of the Quebec Institute. 

To his family the members of the Institute tender their 
sincere sympathy. 
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STUDENTS’ DEPARTMENT 


J. E. SMYTH, C.A., Editor 
NOTES AND COMMENTS 


Some time ago a published consolidated balance sheet 
was unfortunate enough to have come within the range of 
our scrutiny; and not being content with comments already 
made concerning it, we now draw attention to another 
item which appears thereon. 

On the asset side one of the “assets” appears under the 
heading “Investments: Corporation’s shares held by sub- 
sidiaries’”. Now when we noticed this we began to feel 
a little like Alice who saw everything in reverse through 
the looking glass. We had been accustomed to a world 
in which the ownership of stock was the prerogative of 
parent companies, as such—not to one in which subsidiary 
companies actually have the temerity to own shares in 
their parent! 

All of which of course raises a question as to how such 
an item should be presented on a consolidated balance sheet. 
We agree that these shares are an asset from the subsidi- 
aries’ viewpoint, but a consolidated balance sheet is essen- 
tially a statement of the parent company. It is one of the 
alternative forms in which a parent (or holding) company 
may present its accounts to shareholders, a form in which 
the detail of the assets and liabilities of the companies in 
which it has invested its funds (less minority interests) 
is substituted for the single parent company asset “Invest- 
ment in subsidiaries”. The equity acquired in the net 
worth of the subsidiaries (adjusted by the purchase dis- 
crepancy) and the cost of acquiring shares in the subsidi- 
aries are really two sides of the same coin; and it may be 
“heads” we get a consolidated balance sheet as a means of 
showing the parent company’s position, or “tails” we get 
merely the “legal” balance sheet presenting only the single 
item for “Investment in subsidiaries”. 

The point we are trying to make is that what may be 
an asset from the subsidiaries’ viewpoint need not invari- 
ably be regarded as an asset on a consolidated balance sheet 
because the latter is a statement of the parent company 
and not a statement of all the associated companies. 

The situation seems therefore to boil down to this: the 
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parent company in question is showing its own shares as 
an asset. We therefore submit the following alternative 
for the consideration of our readers (and will welcome 
comments thereon): that the cost of these shares might 
instead have been eliminated in the consolidating process 
by deducting their original issue price from Share Capital 
and adjusting Consolidated Surplus for any difference be- 
tween original issue price and subsequent cost to the 
subsidiaries. We concede a nasty complication if the parent 
company’s shares have been issued at different times for 
different amounts per share, but suggest then the average 
issue price of all the parent company’s shares (in the 
absence of special considerations )as a possible basis for 
the elimination from Share Capital. 


Students’ Association News 
ONTARIO 


Perfect weather and an enthusiastic attendance coupled 
to make the Students Association annual golf and tennis 
Sports Day a huge success. Historic St. Andrew’s Golf 
Course was the picturesque setting for the golf tournament 
with many sparkling scores being recorded; while York 
Mills Tennis Club was the scene of the tennis tournament. 
The G. T. Clarkson Golf Trophy presented annually to the 
contestant recording the low gross score was won by Mr. 
J. K. Vigeon with a brilliant 78, while the low net prize was 
taken by Mr. A. E. Powell of Orillia scoring 71. Miss G. 
Conmee took the ladies prize. Mr. D. Campbell was the 
winner of the Kris Mapp Tennis Trophy for the second 
year in succession with a fine display of tennis. It was 
generally agreed that an excellent time was had by all. 
The noted enthusiasm of this successful students’ sports 
affair marks the continuation of a program of revised stu- 
dents’ activities. Plans had already been completed for 
a post-examination Dance to be held at beautiful Casa Loma 
on December 10th, with Jack Evans and his “Forget those 
Examination Blues” Orchestra providing the music. Stu- 
dents are advised to obtain tickets from their office repre- 
sentatives as early as possible to avoid disappointment as 
the ticket sale will be limited. The Council and members 
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of the Students Association wish to take this opportunity 
of cordially inviting all out-of-town students to attend. 

The first of the study groups conducted by the Associa- 
tion for the benefit of students writing the examinations in 
December was held at the University of Toronto Schools 
Building, Monday, September 15. Approximately 175 stu- 
dents attended. Similar classes will be held each Monday 
for the next seven weeks. 


PROBLEMS AND SOLUTIONS 


THE PROVINCIAL INSTITUTE OF CHARTERED ACCOUNTANTS 


Solutions presented in this section are epee by practising 
members of the several provincial Institutes and represent the personal 
views and opinions of those members. They are designed not as models 
for submission to the examiner but rather as such discussion and 
explanation of the problem as will make its study of benefit to the 
student. Discussion of solutions presented is cordially invited. 


PROBLEM I 
INTERMEDIATE EXAMINATION, DECEMBER 1946 
Accounting II, Question 1 (40 marks) 

The Soda Pop Company Limited sells a soft drink product through 
agents who handle it on consignment only. As shipments are made to 
agents “consignment inventory” is charged and “consignment ship- 
ments” credited at the retail price of $1.80 per case of 1 dozen bottles, 
which includes the price of the bottles. “Accounts receivable” are 
charged and “consignment inventory” is credited with sales at the 
same price as reported by the agents. Agent’s commission is charged 
directly to selling expense. 

No cost accounting records are maintained; therefore inventories 
of merchandise are valued at the average unit factory cost of pro- 
= for the year. Operations are divided into three departments 
namely, ; 

Concentrate Manufacturing Department, 
Bottling Department, and 
Shipping Department 

Accounting records are based on this division. General ledger 

trial balance as of 30 June 1946 is as follows: c 
c 


Cash and accounts receivable $170,000 

Inventories 1st July, 1945: 
Concentrate, 10,000 gallons 4,000 
Bottled mdse. on hand, 7,200 cases 4,608 
Bottled mdse. on consignment 12,000 cases .. 8,160 
Bottles (empty and full) 11,600 
Raw materials—concentrate department .... 1,000 
—hbottling department 720 
Prepaid expenses 8,960 
Land 5,000 
Building 40,000 
Machinery—concentrate department 18,100 
—bottling department 20,000 
12,000 

Reserve for depreciation 
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Accounts payable and accrued expenses 48,000 
Capital stock and surplus 208,837 
Consignment inventory, 30 June 1946 17,280 
Consignment shipments at lst July 1945 21,600 
Consignment shipments during year 200,160 
Wages—concentrate department 6,760 


—bottling department 11,770 
—shipping department 2,490 


Material purchased—concentrate department .... 7,240 


—hbottling department 10,960 


Supplies used—concentrate department 1,470 


—bottling department 1,000 


Expense—concentrate department 3,220 


bottling department 6.730 


Bottle purchases 72,780 
Gas and oil for trucks 490 
Truck repairs 1,380 
Factory supervision 5,240 
Indirect wages 2,400 
Light, heat and power 1,390 
Building repairs 3,780 
General factory expense 1,450 
Real estate taxes 840 
Fire insurance on plant 530 
Unemployment and compensation insurance 370 
Selling expenses 20,589 
General and administrative expenses 14,490 


a. 


4, 
5. 


$498,797 $498,797 


The following additional information is provided: 
Inventories 30th June 1946: 
Merchandise—Concentrate 23,750 gallons 
—hbottled at factory 6,000 cases 
—bottled on consignment 9,600 cases 
—bottles empty at factory 2334 dozen 
Raw materials—concentrate department $1,200 
—bottling department 500 
Bottles are valued at 5c each and any loss in bottles is to be 
treated as a bottling department expense. 


. Depreciation to be provided for year: 


Concentrate department machinery 
Bottling department machinery 
Shipping department trucks 
Factory building 


. General factory overhead is to be distributed to operating depart- 


ments in the following proportions: 
Concentrate department 
Bottling department 
Shipping department 
As truck drivers do some sales and service work $3,000 of shipping 
department expense is to be transferred to selling expense. 
One case of merchandise contains % gallon of concentrate. 


Required: 


A condensed manufacturing and trading account for the year 


ended 30th June 1946. (In presenting this account it will not be 
necessary to repeat production schedules already prepared). 
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SOLUTION 
1. Calculation of sales for period 
Quantity 5 Value 
Consignment Inventory July 1 
1945 12,000 cases @ $1.80 21,600.00 
Shipments during year 111,200 cases @ $1.80 200,160.00 


; 123,200 221,760.00 
Consignment Inventory June 
30, 1946 9,600 cases @ $1.80 17,280.00 


Sales during year 113,600 cases @ $1.80 $204,480.00 
2. Calculation of Production for period: 
Bottling Concentrate 
Department Department 
(in cases) (in gallons) 
Shipments or transfers to 
Bottling Department 55,000 
Inventory June 30, 1946 23,750 


' 117,200 78,750 
Less Inventory July 1, 1945.. 7,200 10,000 


Production for year 110,000 68,750 


or at rates of % gallon to 

55,000 (gals) 
. Calculation of Raw Materials used and bottle loss for period: 
Concen- Bottling Cases of 
trate Depart- Botiles 

Department ment 

Inventory July 1, 1945 1,000.00 720.00 11,600.00 
7,240.00 10,960.00 72,780.00 


8,240.00 11,680.00 84,380.00 
Inventory June 30, 1946 1,200.00 500.00 9,500.00 (1) 


74,880.00 
Less Bottle sales 113,600 cases 


68,160.00 


Used or Loss for period $7,040.00 $11,180.00 $6,720.00 


(1) On consignment 9,600 cases 
On hand full 6,000 cases 
On hand empty 2334 cases 


15,8334 @ 60c = $9,500.00 


Plant Overhead Expenses: 

Plant Supervision .. 5,240.00 

Indirect Wages .... 2,400.00 

Light, Heat and 
Power Distribution 

Building Concentrate Dept. 40% 7,200.00 
Depreciation .... 2,000.00 Bottling Dept. ...50% 9,000.00 
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Building Repairs .. 

General Plant 
Expense 

Building Taxes .... 

Insurance 

Unemployment and 
Workmen’s Comp- 
ensation Insurance 


1,450.00 
840.00 


370.00 
$18,000.00 
. Cost of Production and Average Unit Cost: 


3,780.00 Shipping Dept. ..10% 


1,800.00 
$18,000.00 


Concentrate Bottling Shipping 


Depart- Depart- 
ment 
11,770.00 
11,180.00 
1,000.00 
6,730.00 


ages 
Materials used 
Supplies used 
Expense 
Depreciation, Machin- 
2,000.00 
6,720.00 
Transferred to Selling 
20,300.00 39,400.00 
General Plant Overhead 7,200.00 9,000.00 


$27,500.00 $48,400.00 


68,750 110,000 
(gals) (cases) 
Average unit cost .... -40c .44¢ 
. Ending Merchandise Inventory Valuation: 
Concentrate 23,750 gallons @ 40c 


Production one eee nies 


Bottled on hand 6,000 cases @ (4 of 40c plus 44c) = 64c 
Bottled on consignment 9,600 cases @ (64 plus 05) —69c 


Depart- 
ment 
2,490.00 


490.00 Gas and Oil 
1,380.00 Repairs 


2,400.00 Trucks 


(3,000.00) 


3,760.00 
1,800.00 


$5,560.00 


111,200 


(cases) 


3,840.00 
6,624.00 


$19,964.00 


CONDENSED MANUFACTURING AND TRADING ACCOUNT 


Year ended June 30, 1946 
Cost of Sales: 
trate Bottling 
Merchandise In- 
ventory July 1 
1945 
Bottles Inven- 
tory July 1, 
1945 
Cost of Produc- 
tion 
Bottle purchases, 
less loss ab- 
sorbed (72,780.00— 
6,720.00) ... 


4,000.00 4,608.00 8,160.00 


27,500.00 48,400.00 5,560.00 


OcToBerR, 1947 


204,480.00 


Consign- 
ment 


Total 
16,768.00 
11,600.00 


81,460.00 


66,060.00 
175,888.00 
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Less: 
Inventory Merchandise June 30, 1946 19,964.00 
Inventory Bottles June 30, 1946 9,500.00 29,464.00 146,424.00 


58,056.00 


Selling Expenses 20,589.00 
Proportion of Shipping Expenses 3,000.00 23,589.00 


General and Administrative Expense .. 14,490.00 38,079.00 
Net Trading Profit $19,977.00 


PROBLEM II 
Final Examination, December 1946 


Accounting III, Question 4, 15 Marks 
(a) The condensed balance sheets of Companies A, B and C are 
as follows: 
B 


A Cc 
$100,000 $200,000 $250,000 
Liabilities 25,000 50,000 75,000 
Capital and Surplus 75,000 150,000 175,000 
The average net earnings for the past 
5 years were $10,000 $15,000 $ 8,000 

The Companies agree to consolidate on the following basis: 

6% Preferred shares are to be issued for the net assets as shown 
by the balance sheets. No par value common shares at an issue price 
of $1 per share are to be given for goodwill, after giving effect to the 
following assumptions: 

(1) Total average earnings will increase 10% through more ef- 
ficient management of which 80% will accrue to B, and 10% 
each to A and C. ‘ 

(2) Average net earnings of the individual companies will further 
increase 25% (over original) owing to amalgamation. 

(3) That 6% be considered as a normal return on total capitaliza- 
tion. 

Required: 

Prepare a statement showing shares to be issued to the share- 
holders of each of the three companies. 

(b) On ist January, 1946 X, a holding Company with several sub- 
sidiaries, acquired a 98% interest in Y Company at a cost of $196,000. 
At that date Y had outstanding capital stock of $100,000 and an earned 
surplus of $50,000. Immediately after the acquisition Y declared a 
cash dividend of 25%. 

Required: ; 

How does the payment of this dividend affect (a) the balance 
sheet of X, (b) the balance sheet of Y, and (c) the consolidated bal- 
ance sheet of X and its subsidiaries? Give reasons for your answer. 


SOLUTION 
(a) Statement of Calculation of Goodwill 
C Total 


A 
Average earnings $10,000 $15,000 $8,000 $33,000 


Expected increase through efficient 
management 330 2,640 330 3,300 


Expected increase from amalgama- 


2,500 3,750 2,000 8,250 
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Expected earnings 12,830 21,390 10,330 44,550 
Preferred dividends 4,500 9,000 10,500 24,000 
Common shareholders’ interest in 

expected earnings 8,330 12,390 (170) 20,550 
Assets valued to yield 6% on ex- ; 

pected earnings $213,833 $356,500 $172,167 $742,500 
6% preferred stock to be issued for 

$75,000 $150,000 $175,000 400,000 

Goodwill, to be represented by 342,500 no par common shares 

(issue price, $1.00 each) - $342,500 


1330 
A shareholders receive = 137,694 shares n.p.v. 


12,390 
B shareholders receive 204,806 shares n.p.v. 


342,500 


(b) (a) Cash is increased by $24,500 and investment in Y decreased 
by a similar amount as the dividend was paid out of surplus 
earned prior to acquisition. 

(b) Y cash and surplus are decreased by $25,000. 
(c) Cash is decreased by $500 and minority interest in Y by 
same amount. 


PROBLEM III 
FINAL EXAMINATION, DECEMBER 1946 


Auditing I Question 6 (10 marks) 

Amalgamated Communications Ltd. issued $1,000,000 544% 40 year 
bonds in 1926 at 95. Bond discount had been consistently amortized 
for 20 years when the bonds outstanding were called at 102 and 34% 
refunding bonds issued at 98. The directors desire to merge the prem- 
ium on the call and the discount on the refunding issue with the 
unamortized discount on the original issue, and to write the resultant 
off over the 20 year life of the new bonds. 

Required: 
Present the arguments for and against the directors’ proposal. 


SOLUTION 
The discount on the new issue clearly should be amortized over 
the life of the bonds. With respect to both the remaining unamortized 
discount on the old issue and the premium on the call, there are two 
major alternatives: 
a) to merge with the discount on the new and amortize over the 
life of the new, as suggested. 
b) to write off to surplus. 
In favor of the directors’ proposal it may be said: 
a) The discount on the old bonds was intended to run another 
twenty years anyway. 
b) The book loss arising from the call is part of the economics 
of refunding. 
c) The company effects an overall saving in interest and the cost 
of achieving the saving is properly to be amortized. 
d) To write off to surplus would result in an overstatement of fu- 
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ture annual profits and of total summarized annual profits (be- 
fore and after). 
Against the directors’ proposal it may be said: 

a) When the issue is retired, neither the unamortized discount on 
the old issue or the premium on call, relate to an issue out- 
standing and in that sense the “loss” should be written off. 

b) The merging of the two discounts and the premium may lead to 
the misconception that the whole relates to the new issue (but 
this is merely a matter of balance sheet terminology). 


Discussion of Problem Solution July issue 1947 

Edmonton, Alberta, 
July 31, 1947. 
TO THE EDITOR 
Dear Sir, 

In reviewing the solution which was presented in the July 
1947 issue of The Canadian Chartered Accountant in regard to Question 
7, Accounting II, Final examination, a fundamental question has arisen 

as to whether or not the current outlay cost concept applies. 

In comparing costs based on the use of present equipment with 
costs based on the use of replacement equipment, it would appear that 
depreciation on present equipment should be excluded. These costs 
have already been incurred and their amount will not be changed by 
the continued use or lack of use of the present equipment. 

In addition to the above comment, the question arises as to whe- 
ther or not some reference might be made to both the aspects of 
financing cost as well as the effect from the angle of taxation. 

Yours very truly, 


J. D. CAMPBELL. 


TIMETABLE OF EXAMINATIONS 
The Board of Examiners-in-Chief gives notice that the 
regular examinations for 1947 of the provincial institutes 
of chartered accountants will be written during the week 
of December 1-6 according to the following time table. The 
morning sessions will be from 9 a.m. to 1 p.m., and after- 
noon sessions from 2 to 6 o'clock. 


Monday, December 1 
Morning session—Final Auditing I. 
Afternoon session—Intermediate Auditing I. 
Tuesday, December 2 
Morning session—Final Auditing II. 
Afternoon session—Intermediate Auditing II. 
Wednesday, December 3 
Morning session—Final Accounting I. 
Afternoon session—Intermediate Accounting I. 
Thursday, December 4 
Morning session—Final Accounting II. 
Afternoon session—Intermediate Accounting II. 
Friday, December 5 
Morning session—Final Accounting III. 
Saturday, December 6 
Morning session—Final Accounting IV. 
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